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FIRST REPORT FROM THE SE1ECT COMMITTEE 


Thursday ith November 1973 

Ordered , That a Select Committee be appointed to examine the Reports and 
Accounts of the Nationalised Industries established by Statute whose control- 
ling Boards are appointed by Ministers of the Crown and whose annual 
receipts are not wholly or mainly derived from moneys provided by Parlia- 
ment or advanced from the Exchequer; and of the Independent Broadcasting 
Authority, Cable and Wireless Ltd., and the Horserace Totalisator Board, and 
to examine such activities of the Bank of England as are not — 

(i) activities in the formulation and execution of monetary and financial 
policy, including responsibilities for the management of the gilt-edged, 
money and foreign exchange markets ; 

(ii) activities, as agents of the Treasury, in managing the Exchange 
Equalisation Account and administering Exchange Control ; or 

(iii) activities as a banker to other banks and private customers. 

Ordered , That the Committee do consist of Fourteen Members. 

And the Committee was nominated of Mr. David Crouch, Mr. Jack Dormand, 
Mr. Peter Fry, Mr. John Golding, Mr. Green, Sir John Hall, Mr. Brynmor 
John, Sir Donald Kaberry, Mr. Russell Kerr, Mr. Michael McNair-Wilson, 
Mr. John Prescott, Mr. Robert Redmond, Mr. Stewart-Smith, and Mr. David 
Stoddart. 

Ordered , That the Committee have power to send for persons, papers and 
records, to adjourn from place to place and to report from time to time. 

Ordered, That the Committee have power to report from time to time the 
Minutes of Evidence taken before the Committee. 

Ordered , That the Committee have power to appoint persons with specialist 
knowledge for the purpose of particular enquiries, either to supply information 
which is not readily available or to elucidate matters of complexity within the 
Committee’s order of reference. 

Ordered, That Five be the Quorum of the Committee. 

Ordered, That the Committee have power to appoint Sub-Committees and 
to refer to such Sub-Committees any of the matters referred to the Committee. 

Ordered, That every such Sub-Committee have power to send for persons, 
papers and records; to report to the Committee from time to time; and to 
adjourn from place to place. 

Ordered, That Three be the Quorum of every such Sub-Committee. 

Ordered, That the Committee have power to report from time to time the 
Minutes of the Evidence taken before such Sub-Committees. 

Ordered, That the Minutes of Evidence reported to the House by the Select 
Committee on Nationalised Industries on 24th October, in the last Session of 
Parliament, be referred to the Committee. 


The cost of preparing for publication the Shorthand Minutes of Evidence 
taken before Sub-Committee B of the Select Committee on Nationalised 
Industries was £918.07 

The cost of printing and publishing this Report is estimated by Her Majesty’s 
Stationery Office at £7000. 
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FIRST REPORT 

The Select Committee appointed to examine the Reports and Accounts 
of the Nationalised Industries established by Statute whose controlling Boards 
are appointed by Ministers of the Crown and whose annual receipts are not 
wholly or mainly derived from moneys provided by Parliament or advanced 
from the Exchequer ; and of the Independent Broadcasting Authority, Cable 
and Wireless Ltd., and the Horserace Totalisator Board, and to examine 
such activities of the Bank of England as are not — 

(i) activities in the formulation and execution of monetary and financial 
policy, including responsibilities for the management of the gilt-edged, 
money and foreign exchange markets ; 

(ii) activities, as agents of the Treasury in managing the Exchange 
Equalisation Account and administering Exchange Control ; or 

(iii) activities as a banker to other banks and private customers, 

have made progress in the matter to them referred and have agreed to the 
following Report : — 

CAPITAL INVESTMENT PROCEDURES 
Introduction 


The Origins of the Inquiry 

1. Your Committee have for some time been aware of growing unease 
that large sums involved in capital expenditure by the nationalised industries 
were largely escaping effective Parliamentary scrutiny. In Your Committee’s 
inquiry into Relations with the Public, 1 it was made evident that the selling 
prices of gas and electricity were overwhelmingly dictated by capital invest- 
ment decisions taken years earlier and that at the relevant times Parliament 
was not so informed as to be able to exercise any effective scrutiny of such 
decisions. During the early months of 1972, there was growing awareness 
that the Post Office was contemplating expenditure of very considerable 
sums of money on new systems of telephone exchange equipment and this 
found expression in a number of Parliamentary Questions put to the Minister 
of Posts and Telecommunications on 9th February, 1972. 2 This question of 
expenditure on telephone exchange equipment increased the unease already 
felt about the general question of capital expenditure. Your Committee there- 
fore instructed Sub-Committee B to inquire into the procedures followed 
in coming to decisions on major capital investments by the nationalised 
industries. 

Link with the Select Committee’s Report on Ministerial Control of the 
Nationalised Industries 

2. Although the present inquiry has a quite different origin, namely a 
concern with Post Office investment, it clearly has a connection with the 


1 H.C. (1970-71) 514. 

2 H.C. Deb. (1971-72) 830, Cols. 1320-1323. 
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First Report of 1967-68 on Ministerial Control of the Nationalised Indus- 
tries. 1 Indeed, although the Sub-Committee this time have not taken 
evidence on such a vast scale nor gone into matters in quite the same detail 
as their predecessors, they have covered a broad canvas and considered many 
questions of general interest. In consequence this Report is in some respects 
a follow up to the previous one. 

3. It is, of course, impossible to summarise iu a few sentences, the Report 
that appeared iu 1968 and ran to over 200 pages. Its theme, however, was 
the need for a rational open systematic control of the nationalised industries. 
Your Committee’s predecessors welcomed the thought that Government 
Departments, notably the Treasury, had given to the industries and the 
recognition of the problems that confronted them, many yet unsolved. Even 
though they were unable to accept everything that was put to them in 
evidence, Your Committee’s predecessors were much encouraged by the spirit 
of what was said to them and by the fact that from 1961 onwards, whatever 
else they lacked, the industries were not suffering from official disinterest. 

4. As far as Ministerial control itself was concerned Your Committee’s 
predecessors felt that it should be exercised publicly and according to well 
defined principles. The management funotion of the industries should not be 
subject to interference which was either ad hoc or concerned with the 
industries’ detailed operations. The correct philosophy was that Govern- 
ment should set the ground miles within which the industry should operate, 
and concern with individual projects should be of a limited nature, partly to 
check that the rules were being followed, and partly to co-ordinate the 
activities of different industries where these overlapped. Your Committee’s 
predecessors in recommending this approach gave a general endorsement to 
policies set out in the two White Papers presented in the 1960’s — •“ The 
Financial and Economic Obligations of the Nationalised Industries ” 2 and 
“ Nationalised Industries. A Review of Economic and Financial 
Objectives 

5. In this connection Your Committee’s predecessors recommended the 
setting up of a Ministry of Nationalised Industries, which would deal with 
what the industries had in common, while existing Departments would 
retain the sponsoring function. The Government of the day rejected this 
proposal partly on the grounds that the relevant job was being done 
perfectly well, and partly because of the danger of duplication of funotion 
between the new Department and existing ones. In this Report Your 
Committee have been able to assess the extent to which the Treasury and 
the sponsoring Departments have been effective since 1968 in carrying out 
their role of controlling the nationalised industries in the national interest. 

6. There are two additional points to be made relating the present inquiry 
to the earlier one. In both cases Your Committee and their predecessors 
have paid some attention to prices. In the earlier Report the emphasis 
was on pricing rules, notably that prices should be related to marginal cost, 
in order to improve the allocation of resources ; in this Report Your Com- 
mittee have examined the way in which price control is now seen as a means 

1 H.C. (1967-68) 371. 

2 Cmnd. 1337 of 1961. 

3 Cmnd. 3437 of 1967. 
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of damping down inflationary pressures. In both cases also Your Com- 
mittee have paid attention to techniques for investment appraisal. In the 
earlier report the emphasis in this regard was on Discounted Cash Flow 
(D.C.F.) methods for investment appraisal ; in this Report Your Committee 
go on to consider investment in the very long term, technological forecasting, 
and manpower planning. 

7. The Sub-Committee’s remit in their present inquiry was to inquire into 
the procedures followed in coming to decisions on major capital investments 
by the nationalised industries. It soon became evident that, with the recent 
introduction of corporate planning, there was a growing tendency, particularly 
at Departmental and Ministerial level, for scrutiny of the nationalised indus- 
tries’ investment plans to be directed towards the general lines of the 
industries’ programmes and appraisal techniques rather than towards con- 
centration on individual projects. Nevertheless, industries may be required 
in the investment programmes they submit to identify projects of particular 
importance and 'the criteria for defining “ major ” investment projects are 
laid down for each industry, although those criteria necessarily vary as 
between one industry and another 1 . The Sub-Committee’s interest therefore 
tended to dwell on developing techniques for the preparation by the 
industries of investment programmes as a whole both in the medium and 
long terms and on the Departmental processes for scrutiny of those pro- 
grammes to enable them to give sound advice to Ministers. 

The Conduct of the Inquiry 

The Evidence 

8. The Sub-Committee received written and oral evidence from the Chief 
Secretary and officials of the Treasury, from the Minister for Industry and 
officials of the Department of Trade and Industry, from officials of the 
Ministry of Posts and Telecommunications and of the Department of the 
Environment. The Minister of Posts and Telecommunications replied to a 
number of written questions put to him by the Sub-Committee. Written 
and oral evidence was received from a number of the nationalised industries 
namely ; the Post Office, .the Electricity Council, the British Gas Corpora- 
tion, the National Coal Board, the British Railways Board, the British 
Airways Board and the North of Scotland Hydro Electricity Board. In order 
to acquire a knowledge of capital investment procedures employed in the 
private sector of industry and to provide a comparison with .those obtaining 
in the nationalised industries, the Sub-Committee also received written and 
oral evidence from the Shell International Petroleum Company Limited, the 
Rio Tinto-Zinc Corporation Limited and written evidence from the Ford 
Motor Company Limited. They received additional written evidence from 
sources shown at Appendices 1 to 14. They are indebted to all those who 
gave them evidence. Members of the Sub-Committee also studied the capital 
investment procedures practised in certain other countries and visited 
Helsinki, Stockholm and Paris where they had discussions with representa- 
tives of Government Departments, the State Holding Company in Sweden 
and of public enterprises in the countries concerned. They are 
grateful to all with whom they had these discussions for receiving them and 
for providing them with much valuable information. 

i Evidence, p. 28, paragraphs 4-7. 
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Specialist Assistance 

9. In pursuance of the power to appoint persons with specialised knowledge 
for the purpose of particular inquiries, Your Committee appointed Professor 
Maurice Peston, B.Sc. (Econ.), Professor of Economics at Queen Mary 
College, University of London, to assist Sub-Committee B in their inquiry. 
They wish to express their warm thanks to him for the expert help and wise 
advice he has afforded them throughout the inquiry. 

Investment Planning in the Medium Term 
The Five Year Investment Review 

10. The basis for examination of the nationalised industries’ investment 
programmes lies in the annual investment review of all public expenditure. 
Details of the capital expenditure of the nationalised industries have been 
included in the annual review since 1969 1 . The outline of the annual review 
procedure was submitted to the Sub-Committee in written and oral evidence 2 
and the procedures are described in detail in “ Public Expenditure White 
Papers: Handbook on Methodology”, published by H.M. Stationery Office 
in December, 1972. In brief, in the early months of each year, each industry 
submits to its sponsoring Department an outline of its proposals for capital 
expenditure for a five-year period. The proposals take account of annual fore- 
casts of the trend of the economy over the forthcoming year supplied by the 
Treasury to the industries through their sponsoring Departments 3 . These are 
supplemented by the industries’ own economic forecasts*. In this connection, 
the Electricity Council told the Sub-Committee that, while taking the advice 
from the Treasury as the starting point it regarded it fundamentally as 
advice to which it had to apply its own thinking and its own rationalisation. 
In recent years it had been relying on a slightly lower growth in the gross 
national product than that advised by the Treasury 3 . The Railways Board 
made their own economic studies which sometimes varied from those of the 
Treasury and listed a number of economic factors which it sent to the 
Department of the Environment as the basis on which it was operating 8 . 
Your Committee find it a matter of concern that major nationalised industries 
are basing their plans on different predicted rates of growth. 

11. Each industry’s proposals are examined jointly by its sponsoring 
Department and the Treasury, sometimes after tripartite discussions between 
the industry, the Department and the Treasury 7 . One of the sponsoring 
Department’s main concerns is to make sure that the general strategy and 
objectives of the industry are in line with Government policy 8 . ■ This is a 
proper matter for the Minister in question to concern himself with, while it 
is primarily the responsibility of the board of the industry to ensure that 

1 Evidence, p. 240, paragraph 4. 

2 Evidence, pp. 1-2; Evidence, p. 27, paragraphs 1-3; Evidence, pp. 240-241, paragraphs 
4-6; Q. 826. 

3 Q. 158, 191, 321, 544, 545, 801, 858, 1004. 

4 Q. 191,321, 545 

5 Q. 321. 

« Q. 545. 

7 Q. 826. 

8 Q. 169. 
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money invested, considered purely as a commercial undertaking, is laid out 
in the best manner having regard to the board’s obligations and finances 1 . 

12. During the discussions, it may be that, though the investment 
programme as a whole has been approved, the Government needs to have 
more information about a specific project on account of its scale or nature. 

In such a case further discussions would be held, again perhaps on a 
tripartite basis, and it is likely that a project of this kind would be referred 
to Ministers, or conceivably to the Cabinet, for approval®. Normally, 
however, a Minister’s powers in respect of capital investment are directed to 
the general lines of the programme as a whole, rather than to individual 
projects 3 . In this connection, a major project may be defined as one which, 
if adopted, is likely substantially to affect the course of a board’s future 
development or strategy, or one which raises issues of general importance 
which may include those bearings on any area of wider Government policy 4 . 
Industries may be required to identify projects, specified as to cost or impor- 
tance, in their capital development programmes 5 . However, as the major 
sponsoring Department, the Department of Trade and Industry explained that 
it did not go through details of appraisals of investment projects, except in 
selected cases, for the purpose of examination of the actual appraisal tech- 
niques used by the board 3 . 

13. Discussion of the proposals leads to the preparation of material on the 
capital expenditure of the nationalised industries. This in turn is included 
as part of the report on public expenditure as a whole which is submitted to 
Ministers in the summer of each year. On the basis of this report the nation- 
alised industries are given figures of approved investment expenditure for 
the second year of the review period and frequently for the third year as 
well 1 . Figures for the last two years of the review period stand on the record 
as indicative figures for the industries’ planning procedures for those years 8 . 

Corporate Planning 

14. A recent development in investment procedures by the nationalised 
industries has been the introduction of corporate planning. In the use of this 
technique, the experience of the nationalised industries is varied but, in 
general, would appear to be less advanced than the leaders in the private 
sector 9 . The Sub-Committee were informed by the Rio Tinto-Zinc Corpora- 
tion that it had introduced corporate planning about twelve years ago 1 " 
whereas British Railways and the gas industry, the two leaders among the 
nationalised industries produced their first corporate plans in 197P. 

15. The Sub-Committee were told that some of the industries had for some 
years been moving towards the adoption of corporate planning systems on 
their own initiative with the encouragement of sponsoring Departments and 

1 Evidence, p. 67, paragraphs 3 and 4. 

2 Q. 826. 

3 Evidence, p. 1, paragraph 2. 

4 Evidence, p. 28, paragraph 4. 

5 Evidence, p. 28, paragraphs 5-8. 

6 Evidence, p. 29, paragraph 9. 

7 Evidence, p. 241, paragraph 6. 

8 Q. 826. 

9 Q. 840. 

Q. 722. 

ii Q. 296, 400. 
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the Treasury. Indeed, there had been a working party under Treasury 
chairmanship which had recommended that corporate planning should be 
encouraged among the industries'. The Treasury claimed that corporate plan- 
ning should give an opportunity for a clearer examination of the nationalised 
industries’ objectives and a greater opportunity for the assessment of different 
methods of achieving them. It was the creation of this opportunity for looking 
at alternative options on which the Treasury set particular store. It was 
thought that Ministers would be able to exercise a better informed influence 
on the strategies of the industries and that this in turn should lead to less 
ad hoc intervention in their management-. 

16. As the sponsoring Department to the majority of the nationalised indus- 
tries, the Department of Trade and Industry told the Sub-Committee that two 
years previously the first serious approach had been made when the then 
Gas Counoil, because of the need to look at the gas industry as one entity, was 
asked to combine the programmes of each area board with the Council’s 
own programme and to present the whole to the Department. That docu- 
ment, in 1971, was considered to be the embryo of a corporate plan 3 . The 
Department told the Sub-Committee that it was now moving towards a 
system under which there would be a regular submission of corporate plans, 
updated annually. Progress had not been uniform but it was expected that, at 
any rate by 1973, each of the industries which the Department sponsored 
would submit corporate plans in varying degrees of completeness and 
sophistication 1 . In all cases they would cover a period of five years or longer 
and, in many cases, it was thought that they would extend up to ten years 
or even longer than that 5 . The longer term view would be encouraged, when 
practicable, in the full realisation that the longer ahead the period the greater 
are the uncertainties involved 5 . 

17. The Ministry of Posts and Telecommunications told the Sub-Committee 
that it was hoped that consideration of the policies underlying the Post Office 
investment programme and the consequences of various options would in 
future be aided by the annual submission of corporate plans looking ten years 
ahead 7 . 

Manpower Planning 

18. The Sub-Committee were interested to discover the extent to which 
manpower planning had been included in the various industries’ corporate 
plans. The Department of Trade and Industry assured them that all its 
nationalised industries did so. They devoted a good deal of care and fore- 
thought to forecasting their labour needs quite a long way ahead, both in 
terms of total manpower and in terms of particular skills. The Department 
itself was most closely concerned with those industries, notably coal and 
steel, where from time to time there were quite heavy and concentrated 
reductions in manpower as a result of closures'. In the case of the steel 
industry it had become apparent that one of the factors had been that there 

1 Q. 833. 

2 Q. 832. 

3 Q. 186. 

“ Q. 176. 

5 Q. 179. 

« Q. 180. 

7 Evidence, p. 1, paragraph 4. 

■s 0. 908. 
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was still a high proportion of old plant compared, for example, with the 
Japanese steel industry which had been expanding more rapidly and had 
a higher proportion of modem plant. The Sub-Committee were assured 
that improvement in productivity would be achieved by the modernisation 
of plant which the Steel Corporation had proposed and which had been 
approved by the Government 1 . 

19. The Department of Trade and Industry also drew attention to a 
technique used to some extent whereby the industries compared their man- 
power statistics with those of equivalent industries in foreign countries. 
The Department would wish to examine the reasons where it was found 
that the manpower used in a particular industry seemed to compare 
unfavourably with that in other countries 2 . The Department was taxed, in 
the course of questioning, on the subject of manpower retraining. The Sub- 
Committee drew attention to the fact that, in Sweden, it was estimated that 
the average industrial worker will need to be retrained three times and 
possibly even four times, in the course of his industrial career, on account 
of technological progress. Moreover, the Swedes were currently spending 
more than fifteen times pro rata on industrial training than the United 
Kingdom. It was agreed by the Department of Trade and Industry that 
this was a major problem particularly in industries where, as in the coal 
industry, techniques had changed. Primarily, it was a problem for the 
Department of Employment 3 . In general, Your Committee received little 
evidence to persuade them that the industries or sponsoring Departments were 
giving sufficient thought to manpower retraining and they recommend that 
they devote more attention to this problem. 

20. The Minister for Industry told the Sub-Committee that the nationalised 
industries had made a very real effort to use the most modem methods of 
tackling manpower planning. Whilst results had not always been as satis- 
factory as could have 'been hoped, there was a continuing drive to improve 
matters 1 . The Minister claimed that an industry’s capital investment plan 
would show what would be the impact on staff and manpower and, as an 
example, quoted the White Paper on the Steel Industry 5 , which showed the 
run-down in the labour force and gave some indication of the time-scale 
within which it would take place. Additionally, in the gas industry, the 
conversion programme to natural gas showed the number of additional staff 
who would be employed in conversion operations in various areas of the 
country 5 . 

21. At an early stage of their inquiry, the Sub-Committee were assured 
that the Post Office corporate plan would include manpower planning, with 
the proviso that the further it departed from the immediate investment 
review the more general and more provisional the figures became. At that 
time the Post Office capital expenditure programme had never been cut 
and so, from that point of view, there had been no manpower problems. 
As part of the cuts in investment subsequently announced by the Chancellor 

1 Q. 910. 

2 Q. 909. 

3 Q. 911-913. 

* Q. 967. 

5 Cmnd. 5226. 

« Q. 969. 
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of the Exchequer on 21st May, 1973 1 , the overall cut in Post Office expendi- 
ture was to be £30 million. The result of this cut m employment would 
be to defer Post Office recruitment of additional staff-. The Minister of 
Posts and Telecormnuaicatians informed the Sub-Committee that the tele- 
communications system was planned to grow by 50 per cent, over the next 
five years while manpower would grow by only 7 per cent. Overall man- 
power productivity as measured in telephones per employee was planned 
to continue rising at just over 5 per cent, per annum over the next decade'. 
The Minister further informed the Sub-Committee that he understood that 
consultative machinery, through which investment plans could be dis- 
cussed, had been established at all levels with the Post Office unions'. 

22. The British Railways Board told the Sub-Committee that, since the 
industry was very labour-intensive, increases in labour and wages were built 
into investment plans, as were reductions in manpower which were going 
to result from investment 3 . The end result of the Board s plans were 
discussed with the unions but not the assumptions on manpower 5 . Most 
of the opportunities for run-down in manpower were well known. For 
instance a lot of investment was going into introducing multiple aspect 
signalling. This was going to save 2,000 men or more over the next five 
years. The unions recognised the need to change from semaphore to multiple 
aspect signalling, because it was safer. Moreover, they recognised and 
accepted the rate of manpower saving through continuous welded rail, 
which lessened the amount of maintenance needed 1 . 

23. During oral evidence from the private sector, the Sub-Committee were 
informed by the Shell International Petroleum Company that the Company 
tried to have training programmes progressing so that there was a steady 
flow of improvement in people’s capabilities as they come up in the organisa- 
tion in order to fit into the needs of the future. The Company was intending 
to improve the extent o-f its manpower planning because one of the problems 
with which it was faced was the rate of technological change 8 . By contrast, 
the Rio Tinto-Zinc Corporation was confident that it could deal with its own 
manning requirements quite easily and simply. The Corporation had a 
personnel organisation which was well -able to cope with its manning require- 
ments in its projects throughout the world. Each of the Corporation’s main 
operating companies would formulate its own policies and follow its own 
procedures 9 . There was no greater standardisation of procedures since 
conditions varied from one country to another 10 . 

Aspects of Medium Term Planning Particular to Individual Industries 

24. As has been seen, the gas industry is one of the leaders among the 
nationalised industries in developing corporate planning techniques. The 

1 H.C. Deb. (1972-73) 857, col. 41. 

2 Appendix 5, Q. 11. 

3 Appendix 5, Q. 18. 

4 Appendix 5, Q. 9. 

3 Q. 549. 

6 Q. 550, 551. 

7 Q. 552. 

-8 Q. 710. 

8 Q. 746. 

10 Q. 747. 
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Chairman of the Gas Corporation emphasised the quite remarkable trans- 
formation in the industry’s operations over the past decade 1 and regarded 
corporate planning as essential. 2 The Corporation’s main memorandum 
described in detail how each region (formerly area board) and the Corporation 
proposed a capital development programme (C.D.P.) covering the year 
current at the time of preparation and the five following years and how 
the thirteen C.D.P.s were ultimately associated in the industry’s corporate 
plan. The corporate plan was submitted by the Corporation to the Depart- 
ment of Trade and Industry and the Department discussed the plan with 
full-time members and officers of the Council before using it as a basis for 
its own submission to the Treasury as part of the annual investment review 3 . 
The corporate plan submitted to the Department annually was based on a 
rolling five-year period but the Sub-Committee were told that, as an extension 
to the plan submitted to the Minister, the industry carried out its own longer 
term projections, up to 25 years, with particular emphasis on the period 5 to 
10 years ahead. 1 

25. The procedure for preparation and approval of capital investment pro- 
grammes in the electricity industry provided something of a contrast to that 
in the gas industry. As autonomous bodies both the Central Electricity 
Generating Board (C.E.G.B.) and each of the twelve area boards prepared 
their own annual capital programme and these were submitted to both the 
Department of Trade and Industry and to the Electricity Council. The 
Council’s function in looking at the capital programmes was primarily to 
advise the Minister. Thereafter the process of consultation between the 
Electricity Council and the boards involved a visit to area boards by a 
Deputy Chairman/ Central Member accompanied by senior officials while, 
independently, officials of the Department of Trade and Industry also visited 
the boards to discuss their programmes. The Generating Board’s plant 
programmes were discussed in full Council 2 . These procedures resulted in 
thirteen separate capital investment plans which had not, as yet, been brought 
together in one document 6 . The Electricity Council was aware that the 
industry was behind others in the development of corporate planning. It saw 
that there would be advantages to the industry in adopting corporate planning 
techniques and the Sub-Committee were assured that the matter was in 
hand. When questioned on this issue, the Minister for Industry said that, 
because of the structure of the electricity industry, the production of a 
corporate plan was, in some ways, more difficult than it was in the case of 
some of the other industries such as the Gas Corporation which had a unified 
structure’. When pressed, however, he accepted that there was possibly a 
weakness 8 . Your Committee are concerned that a system of corporate 
planning has not yet been introduced into the electricity industry. They 
recommend that moves for the adoption of corporate planning should be 
proceeded with as a matter of urgency and that the Department of Trade 
and Industry, whilst in the immediate future affording the Electricity Council 
all possible help towards this end, should, for the longer term consider whether 

1 Q. 370. 

2 Q. 407. 

3 Evidence, pp. 1 10-1 15. 

4 Q. 370. 

5 Evidence, pp. 91-92, paragraph 9. 
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the present structure oi the industry is conducive to effective and continuing 
corporate planning. 

26. All the other industries from whom Your Committee received evidence 
had developed corporate planning to a greater or lesser degree The British 
Railways Board had introduced its first corporate plan m 1971 and told 
the Sub-Committee that in doing so it was the first time that the railways 
had succeeded in pulling together all the various aspects of their business.' 
The Department of the Environment thought that the introduction of corporate 
planning by the Railways Board had been a very successful process, because it 
meant that the management for the first time had to review their corporate 
activities, bring them together and analyse their business ^ in a way which 
related their investment to their other activities. The National Coal Board 
regarded corporate planning as a means which enabled it to have a systematic 
examination of different policy options before the Board. It regarded the 
investment plan as part of a total corporate plan for the industry as a whole. 
When the Sub-Committee heard evidence from the British Airways Board it 
had only submitted its first investment programme a few weeks earlier and had 
based it on the British Airways corporate plan.” The Board was concerned 
essentially with strategic planning matters while the divisions were concerned 
with tactical planning. The Board regarded its primary concern in group 
planning as being resource allocation to the divisions and stated that their 
concern was with making use of those resources to achieve the rates of return 
aid down by the Board 3 . 

27 . At the time when the Sub-Committee heard oral evidence from the 
Ministry of Posts and Telecommunications, the Post Office was proposing 
to submit its first corporate plan, which would cover a ten year period, to 
the Minis try early in 1973 4 . The Ministry foresaw that the corporate plan 
would be a much more complete and coherent exposition of objectives, plans 
and implications than the usual investment programme. It would discuss 
more formally and in a more consistent way the alternative strategies open. 
This would provide the Ministry with a better background against which to 
assess the rolling five-year capital expenditure programmes 5 . The Sub- 
Committee were subsequently informed by the Post Office that preparatory 
work on the 1973 plan had been completed and a copy made available to the 
Minister 5 . With the agreement of the Ministry, the Post Office had sought the 
advice of the accounting consultants. Coopers and Lybrand, on the informa- 
tion that should be supplied on a systematic basis to the Minister. The 
consultants’ report had been received and was being studied. The Post Office 
remained fully committed to the corporate plan concept. 

28. The Sub-Committee heard evidence from the Shell International 
Petroleum Company and the Rio Tinto-Zinc Corporation about their 
corporate planning techniques. The Shell Company explained how their 
corporate plan was made up of individual plans from different parts of 
the Group. These were co-ordinated at a central planning meeting of 
managing directors, senior executives and heads of some of the major 
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operating companies each June 1 . At this meeting there would be discussion 
of alternative strategies looking ten years or more ahead. The Company 
had found it necessary to construct some six or seven internally consistent 
pictures of the future. As a result of the meeting new policies were recom- 
mended for the guidance of the various operating sections of the Group and, 
shortly afterwards, another view of the future would be put together extending 
perhaps twenty years ahead on a world-wide basis. On the basis of this 
information the individual operating companies would then construct their 
own particular scenarios against which they would try and determine the 
best strategy to follow". The Rio Tinto-Zinc Corporation considered that, as 
far as any major proposal for capital expenditure was concerned, they had 
techniques which were as highly sophisticated as any in use at present 
by other large companies 3 . 

29. It is clear to Your Committee that the major development in appraisal 
techniques, since these were studied by their predecessors during their inquiry 
into Ministerial Control of the Nationalised Industries, has been the innova- 
tion of corporate planning. Indeed, Your Committee are surprised that the 
technique should be regarded as something novel since it is one of quite 
long standing in certain sectors of private industry. 

30. Essentially an industry’s corporate plan should cover a very much 
wider spectrum than that of investment planning alone. It should embrace 
ail the aspects of its business strategy and establish all the various objectives 
which the board of the industry hopes to attain. The introduction of 
corporate planning by the nationalised industries has been so recent that its 
advantages have as yet to be realised in practice, but there would appear 
to be a clear advantage, within an industry, in starting from business 
objectives in the broadest sense and basing individual proposals on a 
strategic plan. Scrutiny of investment programmes by sponsoring Depart- 
ments and the Treasury should also be improved and facilitated by prior 
submission of an annual corporate plan, since this should enable the 
Departments to concentrate more on the strategic elements in the plans and 
programmes of an industry and less on individual projects. 

31. Your Committee welcome the development of corporate planning by 
the nationalised industries. However, they are not satisfied that it has been 
introduced rapidly enough, nor that the industries have made sufficient effort 
to develop corporate planning techniques further. In particular this appears 
to be due to a weakness in departmental co-ordination and lack of encourage- 
ment. Your Committee recommend that the Treasury and sponsoring 
Departments should take steps to ensure that corporate planning is used 
effectively throughout the nationalised sector. They further recommend that 
consultation with the unions should take place before corporate plans are 
finally settled and that manpower assumptions should be explicit in any 
discussions with the unions. 

Investment Planning in the Long Term 

32. One of the particular interests of Your Committee was to discover to 

what extent the nationalised industries projected their investment planning 
beyond the medium term and with what sort of time ho rizon. 

1 Q. 680. 
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33. The Department of Trade and Industry told Your Committee that it 
looked ahead as far as it reasonably could and, in the case of energy demand, 
that was normally 15 years ahead. It was the practice sometimes to take 
rather tentative looks further ahead than that, with the proviso that the further 
ahead one looked the greater was the margin of error 1 . Your Committee 
feel that more attention should be paid to the problems of error in long term 
forecasting, both as a matter of theory and as a practical matter of arriving 
at some estimate of their magnitude. 

34. As was pointed out by the Electricity Council, a particular case arose 
in planning ahead for nuclear electricity generation. This had undoubtedly 
increased the planning horizon because the schemes that the Atomic Energy 
Authority had in hand could not now come into fruition until well into the 
1980s s . The Council agreed that, if Government policy for structural 
change in the electricity industry was directed towards nuclear generation 
looking ahead 40 to 50 years, the industry might be facing a time when its 
capital investment programme would be measured in terms of the future 
requirement for technological change rather than in terms of producing 
electricity on economic terms. If it was the Government’s wish that a 
particular nuclear station should be built the Council’s reply would be that 
it would have to measure the alternatives open in financial terms 3 . 

35. As has been seen, the Gas Corporation carries out long term capital 
expenditure projections up to 25 years ahead 1 . This applies particularly 
to expenditure on bulk /transmission which is essentially of a strategic nature 
and includes expenditure on the national transmission system. Investment 
in bulk transmission is kept under continuous examination so as to ensure 
the commercial viability of the industry : forward projections of gas markets 
and of their profitability are taken into account in reviewing and shaping 
the overall plans 3 . Long term mathematical models are used to help to deter- 
mine supply and demand matching strategy. Models covering up to 15 years 
demonstrate the medium /long tetrm implications of alternative courses of 
investment, while short term network models are used to assess the physical 
effect on the system of a given proposal 3 . 

36. While hearing evidence from the National Goal Board, the Sub- 
committee were informed of the implications for the Board’s planning of 
the long-term use of nuclear methods for the generation of electricity. While 
recognising that decisions for fuelling power stations would have to be 
taken by the Electricity Council in consultation with Government Depart- 
ments, the Board has to determine how best coal can compete in the future. 
It was fairly clear that nuclear power was going to meet the base load in the 
country and that this would be increasingly so for many years. This would 
result in coal having a smaller area in which to compete. In tarn, this 
meant that the industry could compete best if the stations that burnt coal 
were cheap in capital cost and if they had greater flexibility in operation 
especially with regard to the type of coal they could use. As a result the 
Board had developed the fluidised combustion concept whicih had the 
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4 See paragraph 24. 

5 Evidence, p. 116, paragraph 47. 
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advantages of a slightly lower capital cost than present methods, would 
be extremely flexible in use and would certainly be relatively pollution free. 
The Board believed that this would be the best method of marketing coal 
for major power use in the 1980s 1 . 

37. In the case of the steel industry the Sub-Committee were able to take 
advantage of evidence which had been submitted to Sub-Committee A in 
the course of their inquiry into the British Steel Corporation 2 . The Corpora- 
tion then expected, by the late summer of 1972 to have completed detailed 
examination of several alternative strategies and plant configurations for 
discussion with the Government. To establish the most profitable strategy 
the Corporation was evaluating a broad range of alternative investment plans 
in terms of cash flow, profit and loss, employment and balance of payments. 
The development of the necessary techniques had been embarked on in 
1970 and these involved the building and testing of economic models to 
evaluate the alternatives and subject them to sensitivity tests for the main 
variable factors 3 . The Corporation emphasised that its investment planning 
was flexible. There was no need for a single major and irretrievable decision 
to be taken at one moment in time on the level of total capacity alt some 
future date. On the contrary, the plans needed constant reviewing and 
up-dating, both for commitment of fresh capacity and the closure of obsolete 
and high-cost plants*. 

38. The Post Office had had long-term plans looking ahead ten years or 
more on a number of activities for a very long time. An example of this 
was subscriber trunk dialling 5 . So far as the development of large electronic 
exchanges and electronic equipment for the extension of electro-mechanical 
type exchanges was concerned, it was admitted that long term plans had not 
gone precisely as had been hoped for when your Committee made their 
inquiry into the Post Office 6 . Nevertheless it was thought that good progress 
had been made’. The small electronic exchange (TXE 2) had proceeded 
as satisfactorily as could have been expected but the large electronic 
exchange (TXE 4) had not come forward as quickly as would have been 
expected because of the need for technical reappraisals in design 8 . The 
Minister for Posts and Telecommunications outlined future plans for the 
modernisation of exchange equipment in his statement of 18ith April, 
1973*. Briefly, these envisaged a gradual replacement of the existing Strowger 
electro-mechanical equipment by more modem systems ; the introduction of 
TXE 4 ; the development of both electronic and Crossbar electro-mechanical 
systems ; and the eventual development of even more advanced exchange 
systems for introduction in the 1980s. In reply to a question by the Sub- 
committee as to whether the main difficulties in reaching a decision on the 
adoption of TXE 4 equipment were technical, financial or because of 
matters the concern of the Department of Trade and Industry (e.g. suppliers 
and exports), the Minister replied that he had considered along with his 

1 Q. 506. 

2 H.C. (1972-73) 141. 

3 Ibid, Appendix 13 

* Ibid. 

5 Q. 1. 

« H.C. (1965-66) 109. 
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9 H.C. Deb. (1972-73) 855, cols. 495-503. 
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colleagues all the aspects of TXE 4 very carefully; they were not only 
complex but inter-related and no single one presented outstanding difficulties 
in the sense of casting doubt on the right decision 1 . 

39. The Minister informed the Sub-Committee that the Post Office was 
studying the technical and economic implications of the local distribution on 
common plant of telephone, data, and radio and television signals. It was 
also conducting internal field trial of viewphones and pioneering the concept 
of televised conference facilities with its experimental confravision service 
between five main cities. On data transmission, the Post Office had 
contributed to the Eurodata study and was at present evaluating its findings 8 . 
Your Committee consider that the telecommunications field is one in which 
it is essential to have a national long term plan. They recommend that a 
long-term plan embracing telephony, data transmission and the transmission 
and distribution of radio and television signals should be drawn up as soon 
as possible. 

40. The Deputy Chairman of the British Railways Board told the Sub- 
Committee that there were many areas in which the Board was looking 
beyond five years 8 . He said that five years was far too short a period to 
cover for railway requirements when there were assets which were going 
to last twenty or thirty years. There was a rolling programme in existence 
for forward electrification which would run through to 1985 1 . There was a 
lot of discussion with the sponsoring Department on forward projects. One of 
these was a programme costing £27 million per annum to produce continuous 
welded rail throughout the system, at any rate during this century. The 
Board’s aim was to bring it forward to 1985 s . 

41. So far as the private sector was concerned, the Shell International 
Petroleum Company explained that its planning system functioned in a 
framework of two timescales, short-term and long-term, which were dif- 
ferentiated according to the nature of the decisions concerned. It defined 
short-term planning as the “ programming ” period which covered two years 
ahead. It regarded the long-range strategic planning period as essentially 
the whole future. More detailed attention was paid to the earlier than 
the later years ; comprehensive studies extended up to 10 to 15 years ahead 
while beyond that time, particular aspects were studied in a broad brush way. 
Programming activity was therefore concerned with the implementation of 
firm decisions which committed resources, while strategic planning activity 
was concerned with that period of the future for which the options remained 
open*. In the memorandum the Company submitted to Your Committee, 
the processes of its strategic planning ore described in some detail 7 . It shows 
how ranges of future uncertainty are assessed and how a number of scenarios 
are developed which together cover these ranges and how, against these 
scenarios, a number of alternative possible strategies are analysed. 

42. The Rio Tinto-Zinc Corporation explained how, in a similar way, it 
distinguished between tactical investment proposals requiring immediate 

1 Appendix 5, Question 16. 

2 Appendix 5, Questions 1-2. 
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4 Ibid. 
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* Evidence, p. 195, paragraph 2. 

7 Ibid, paragraph 4. 
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commitment, and strategic proposals by which more important proposals 
which altered the nature of the business with which the Group was concerned 
or, in other ways, made significant changes to the Parent Company’s activities. 

It was explained that capital investment proposals of a strategic nature were 
generally referred to a special sub-committee of the Parent Company Board 
which met at regular intervals to discuss them with regard both to the 
interests of the sponsoring company and to the objectives of the Parent 
Company itself 1 . The Corporation explained that, typically in the mining 
industry, it considered a twenty-five year time horizon when undertaking a 
new project and had undertaken projects with considerably longer time 
horizons 2 . 

43. Although long term planning is a complex technique and one which 
has only recently been adopted by the nationalised industries, your Committee 
consider that it is one which should be taken very seriously and which 
requires careful guidance by the responsible Departments. In particular 
they remain concerned that the industries do not as a matter of course 
ask themselves whether short term decisions taken almost on a day to 
day basis do not have long term consequences of an undesirably restrictive 
character. Your Committee believe that the industries themselves as well 
as sponsoring Departments should automatically consider how anything they 
do is likely to restrict their freedom of manoeuvre in the future, and whether 
it is not advantageous sometimes to incur temporary higher costs in order 
to retain flexibility. This is vitally important for telecommunications and 
for electric power generation where it does seem to be recognised. But it 
is equally important for steel, railways, ports etc. 

44. It is apparent from the evidence that the Sub-Committee received that 
the industries are aware of the need to consider the long term aspects of 
their investment plans and to have a long term strategy. It is less clear that 
they approach this area of their work in a systematic way or give it the 
emphasis which it deserves. The Departments too, while aware of the 
problems, do not appear to have devoted a great deal of attention to them. 
They tend to see very long term problems one at a time, for example the 
decision on nuclear power, and have not considered what they all have in 
common. Thus, while in earlier days the industries were encouraged by 
Government Departments to use D.C.F. methods and more recently to 
introduce corporate planning, they have not been given the same encour- 
agement in their approach to the very long term. In sum. Your Committee 
are not satisfied that the industries pay enough attention to planning in the 
very long term. The Departments, too, have paid too little attention to this 
subject. Your Committee recommend, therefore, that all industries should 
have long term plans on which current policies are based and that sponsoring 
Departments should encourage such developments and take the lead in pro- 
moting long term planning techniques. 

Technological Forecasting 

45. The sponsoring Departments were agreed that the main responsibility 
for technological forecasting lay with the industries themselves since they 
had the greatest expertise 3 . However, the Department of Trade and Industry 
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told the Sub-Committee that the Secretary of State had a statutory duty to 
approve industries’ research and development programmes which were geared 
to technological developments There were two advisory committees of 
distinguished outside scientists, economists and Others who continually con- 
sidered the research and development programmes of each sponsored industry 
and tendered their views. One committee dealt with all the fuel industries 
and there was a separate one for steel 1 . The Department regarded it as an 
important part of its responsibilities to have a general appreciation of techno- 
logical developments in an industry but did not produce its own theoretical 
forecasts and estimates. Rather, its essential job was to keep very close 
contact with industry, with well informed people and with the technical 
press and to form an overall assessment of prospects 2 . The Department of 
the Environment, in the particular context of the advanced passenger train, 
said that basically the process was that the industry developed an idea and 
did fee technological research on a project. This was assessed by profes- 
sionals In the Department and advice was given to the Minister who then 
decided what financial assistance should be made available at various 
stages of development, during which time the Railways Board would pro- 
gress through the prototype stage and eventually, if it was judged to be a use- 
ful project, into full scale production 3 . Similarly, in fee context of the 
modernisation of telephone exchanges, the Ministry of Posts and Telecom- 
munications told the Sub-Committee that it had itself no particular expertise 
but that it had to be satisfied feat the available expertise, which was mainly 
concentrated in fee Post Office, was brought to bear. The Ministry then had 
to assess whether fee end result was fee right one*. 

46. The Department of Trade and Industry told the Sub-Committee that 
the gas industry had been faced with a major technological breakthrough 
when natural gas was found in large quantities in the North Sea. A major 
decision had then to be made, pretty quickly, whether to bring the gas ashore 
and put it to use through the gas industry and to convert the country 
to direct supply of natural gas ; or whether to supply the natural gas as feed 
stock for fee reformers which had already been built or which, perhaps, could 
be suitably adapted. Various alternatives were discussed between fee De- 
partment and fee industry, fee outcome of which was that the industry should 
undertake the direct supply of natural gas. At that stage, this decision had 
two very important effects on investment. The first was that, if the country 
was to go forward to natural gas, there had to be a stop to the use of and 
investment in naptha reforming plant. The other was the estimation of the 
amount of money that would be needed for fee natural gas scheme as a whole 
and for the conversion programme. This, of course, involved a vast in- 
crease in the scale of investment which was undertaken by the industry. 
Subsequently the industry had been carrying out this plan against the as- 
sumed supply of natural gas which had turned out to be remarkably close 
to the original estimate 5 . 

47. Representatives of the Gas Council were questioned closely about the 
effectiveness and safety of the gas distribution system where it was effected 
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by the change from the old wet (town) gas to dry (natural) gas. It was ac- 
cepted that less than 10 per cent, of the system was at present designed to 
carry natural gas 1 and that a considerable sum of money (about £20 million 
in 1972 alone) had been spent on various techniques to make the system safe 0 . 
The danger problem had been reduced very considerably already 3 . How- 
ever, the problem was not only one of expense. For example, if an attempt 
was made to re-lay the gas distribution system in London, the city would be 
closed down and it would be the most formidable undertaking*. 

48. Surprisingly, in the view of the Electricity Council, the effect of new 
technology within the electricity industry was fairly modest. As regards com- 
petitive industries, there had been quite a major revolution in the gas 
industry and from this point forward the Council saw its own technology 
advancing at about the same rate as the gas technology 3 . The major step for- 
ward would be when the nuclear fast breeder was in existence but this was 
not seen to be before the 1980s. Quite a lot of money had been spent on 
research on magneto hydro-dynamics (M.H.D.) but, having taken the plunge 
on the development of nuclear power, the Council had not seen, from the 
point of view of the particular system of generation in this country, that there 
was any point in pursuing M.H.D. and nuclear development at the same 
time. For that reason work on M.H.D. had been abandoned and the capital 
expenditure involved had been written off. There had, however, been quite 
a lot of spin-off from this research which had been beneficial to others, such 
as the Americans, who were still interested in the subject'. It was clear that 
fossil fuels would tend to become scarcer over the years with the growing 
demand for energy throughout the year and the Council was therefore look- 
ing to nuclear generation as the ultimate means to enable it to continue to 
provide power. The bulk of its research was therefore directed towards the 
longer term evolution of nuclear power. In the meantime, the Council saw 
that it would be beneficial to fill in on oil-fired plant as far as possible on the 
basis that with finds in the North Sea the country would probably by the 
1980s be one of the best placed, in that a large part of .that oil would come 
from indigenous sources. The Council therefore looked at technological 
research from the point of view of the way that fuel resources were likely to 
develop in the future’. 

49. The North of Scotland Hydro-Electric Board told the Sub-Committee 
that it was unlikely to build any more conventional hydro-generation stations 
in future. The Board had chosen the best and largest catchment areas to 
develop in the first place, and what was left was less attractive economically. 
The Board distinguished between the conventional type of station and pump 
storage. In the Cruachan pump storage scheme, the Board had built a 
400,000 kw pump storage station on a site which was suitable for a 40,000 kw 
conventional hydro station. A further 300,000 kw pump storage station was 
being built at Foyers where it was originally envisaged that there would he 
a 30,000 kw hydro station. The scale was about ten to one because water 
was pumped up at night and added to whatever drained off the catchments. 
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So far as the Board was concerned, the future Jay in pump storage and there 
were a lot of good potential sites 1 . 

50. The National Coal Board found it necessary to study developments in 
the energy market generally. This assisted it in developing an appreciation 
of what would be the best role for coal in the long term. This, in turn, led it 
to develop a research strategy in relation to each particular market. The 
coking coal market was the second largest market a few years ago and was 
still perhaps the most urgently in need of consideration since there was a lot 
of discussion about alternatives to the blast furnace for making steel and, 
also, alternatives to coke for use in the blast furnace. The Coal Board’s 
appreciation had been that the blast furnace could compete for twenty or 
thirty years at any rate and that the alternatives to oven coke would 
not take place for a number of years. The action taken on that appreciation 
was to step up basic research on blending of coals, and that was followed 
by blending equipment in the industry’s own coke ovens to produce coke 
which was sold to the foundries. This blending showed that it was possible 
to use indigenous means to make first class coke without the prime coking 
coal. Looking a little further ahead, the Board was considering whether it 
should develop totally new sources of coal in 'the North East under the seal 1 . 
The Board was of the opinion that at some time, perhaps twenty years hence, 
oil would be made from coal in this country 3 . The Board had a programme 
of research devoted to developing derivatives from coal and it hoped to get 
support for some of this work from the European Community 1 . 

51. In the private sector, the Sub-Committee learnt that the Shell Inter- 
national Petroleum Company had a small section in its Group Planning Or- 
ganisation specifically concerned with technological developments as well 
as economic and sociological changes. The section had very wide ranging 
contacts throughout the Group’s research organisations and with outside 
bodies and it was very much concerned with the kind of technological 
changes that could influence society in the future, such as the struggle against 
pollution and the kind of technological changes which might be brought 
about in the form of the internal combustion engine 3 . The Rio Tinto-Zinc 
Corporation told the Sub-Committee that it did not conduot technological 
forecasting on any formal basis. It had in the past endeavoured to do so in 
respect of certain metals. For instance, the Corporation had been much con- 
cerned with the rate at which aluminium might replace capper in certain fields. 
However, the time scale involved in technological changes affecting particu- 
lar metals was very long and was not likely to lead to very significant changes 
in the market situation over a period of, say, two or three years. Over this 
sort of period it was possible to assess the situation in broad terms without 
doing a lot of technological research 6 . 

52. It could well be that this sort of situation exists for some or all of the 
nationalised industries too, namely that while rapid technological change does 
occur, it can be responded to pretty rapidly and, therefore, does not require 
very long range forecasting. The trouble is that there is little evidence that 
this is so, and Your Committee are concerned that Departments have not 
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investigated this subject sufficiently. The issue is not whether the industries 
have major research and development programmes, since obviously they do. 

It is whether any valuable forecasts can be made of the outcomes of these 
programmes (and, of course, of other technological advances), and, therefore, 
whether investment programmes need modifying. 

53. Certainly, this sort of activity is germane to the Sub-Committee’s in- 
quiry, which derived in part at least from a fear than an incorrect decision 
might be taken by the Post Office in the near future which would govern 
its technology for many years if not decades to come. The problem as Your 
Committee see it can be put in the form of two questions : — 

(a) What technologies not yet feasible may become so in ten or twenty 
years time? 

(b) How should present investment decisions be affeoted by the possi- 
bility that a new technology will appear some time in the future? 

At the one extreme it is possible that nothing decided today would be 
changed by knowing what is possible far into the future. At the other 
extreme the present and future may be closely inter-connected so that atten- 
tion must then be paid to the likelihood of the particular technological ad- 
vance under consideration. 

54. The following are examples of the types of question Your Committee 
have in mind. Will the decision to build the airport at Maplin be affected 
by changing aircraft technology (e.g. quieter aircraft)? Concerning the 
Advanced Passenger Train, are there likely to be new techniques for con- 
structing the traok or entirely new types of track that need to 1 be explored? 
Are there likely to be new forms of nuclear power generation which could 
make the Government regret becoming involved in the forms currently under 
production or anticipated? Indeed, the decision which has now been taken to 
go ahead with the Channel Tunnel illustrates increasingly the point that 
Your Committee are concerned with, namely that once construction begins, 
it will be difficult, if not impossible, to take any further technical change into 
account. 

55. This is a highly speculative area but one which Your Committee be- 
lieve to be important. This impression is supported by the evidence the Sub- 
Committee heard during their visits, notably to Sweden and Finland. 
Reference was made there to “ perspective planning ” which is essentially 
the same thing as technological forecasting. A technological scenario, of say, 
the year 2000 is drawn up and discussed. An attempt is then made to infer 
what consequences it would have for decision making between now and 
1980. Your Committee’s view is that the nationalised industries should be 
encouraged to fake technological forecasting still more seriously than they have 
done up to now, and that the industries should use some of their research 
funds to support work in this field. Your Committee recommend accordingly. 

Financial Objectives and Price Restraint 

56. The concept of setting financial objectives for the nationalised in- 

dustries derived from the 1961 White Paper, “ The Financial and Economic 
Obligations of the Nationalised Industries ' n and the 1967 White Paper, 
“ Nationalised Industries. A Review of Economic and Financial Objec- 
tives 

1 Cmnd. 1337. 

2 Cmnd. 3437. 
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57. The 1961 White Paper was intended to clarify the general statutory 
duty of the nationalised industries to break even and to make a contribution 
to reserves, by indicating financial criteria by which their programmes were to 
be measured. Financial objectives were subsequently arrived at for each of the 
main nationalised industries, and those operative at the time were set out at 
Table 1 to the 1967 White Paper 1 . The targets were seen to serve both as an 
incentive to management and as one of the standards by which success or 
failure of an industry over a period of years might be judged 2 . It was recog- 
nised that the objectives would be different for each industry because they 
would reflect different statutory and social obligations, conditions of demand, 
domestic costs and other factors peculiar to the individual undertaking. 
Targets had been set mostly in terms of a percentage return on the net assets 
of the whole undertaking, but it was recognised that that was not the only 
criterion which could be devised. It followed from the fact that targets 
should reflect sound investment and pricing policy and not vice versa that, 
if there were significant changes in the circumstances of an industry, the 
Government would be ready to review its target within the period for which 
it had been set and revise it upwards or downwards 3 . (In their Report on 
Ministerial Control of the Nationalised Industries, Your Committee’s prede- 
cessors pointed out that the financial target achieved by an industry was a re- 
sult of the investment and pricing policies'.) Current financial targets have 
been arrived at after discussion between the Government and the industry 
concerned and by agreement with the appropriate Minister 5 . 

58. During oral evidence frequent mention was made of the effects of 
Government price restraint policies both as to their effect on achieving the 
financial objectives laid down and on the industries’ finances in general. 


59. The Sub-Committee were told that constraint on prices in recent years 
had hit the electricity industry particularly hard and that it had put into cold 
storage many of the precepts of the White Paper 1 . Since, in the shout term, 
the industry had to recover the rate of return through the price it charged 
it was not possible in the present period of price restraint to achieve the 
target. Up to three years ago the industry was very close to the figure set out 
in the 1967 White Paper and had only departed from it since that time 7 . 
With reasonable assumptions of future pricing policy, the industry had 
arrived at a broad estimate that three years of price restraint would cost an 
extra £400 or £500 million in capital expenditure 8 . Forecasts had been made 
in 1969 of what the industry’s revenue would be in 1971-72. Since then the 
cost of fuel alone (which is quite outside the industry’s control) had gone up 
by £165 million and delays in getting efficient modem plant running had pro- 
bably cost as much as £50 million in 1971-72. There were therefore very 
heavy cost increases, against which tariff increases had, because of pricing 
restrictions, been very much more moderate. As a result the profit over one 


1 Cmnd. 3437. 

2 Ibid, paragraph 33. 

3 Ibid, paragraph 35. 

4 H.C. (1967-68) 371-1, paragraphs 236, 286, 480. 

5 Evidence, p. 4, paragraph 5.2; Q. 42; Evidence, p. 115, paragraph 42. 

6 Q. 318. 

2 Q. 331. 

8 Q. 332. 
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year had been £180 million less than had been expected 1 . In terms of the 
industry, there was no justification for running at a loss and the Electricity 
Council wished to get back to a firm financial basis as quickly as possible 2 . 

60. In the opinion of the Gas Corporation distortion of the market by 
price restraint was becoming quite considerable. Perhaps it did not matter 
in the short run, but the longer it went on the more significant it became. 
There were, for example, small finds of natural gas in the North Sea that at 
present pricing levels were not commercially capable of development. It was 
very difficult to say what would be the case in the future because it was not 
possible to test the market 3 . Your Committee consider that it would be re- 
grettable if this and other short term considerations were to be allowed to dis- 
tort long run decisions. 

61. The problem facing the National Coal Board was that of balancing the 
revenue accounts over the five year period required under the Act. If the 
Board were to adopt a high estimated level of future costs for current pricing 
purposes, when it was already working fairly near the margins on pricing, it 
would result in rather a savage reduction in demand. This, in turn, would 
face the industry with the problems of contraction and an intolerable closure 
programme. On the other hand, if the Board were to adopt a future pattern 
of lower estimated costs, it would be faced with the problem of even bigger 
deficits than it was faced with at present. Pricing policies, in the opinion of 
the Board, must therefore return to the market place*. 

62. The Post Office’s pricing policies like those of other industries both 
public and private were subject to Government counter-inflation measures. 
In the opinion of the Minister it was too early to say what effect future stages 
of the counter-inflationary policy would have on Post Office pricing policies 5 . 
In the past a level of self-financing of about 50 per cent, had been regarded 
as acceptable, but this level has, of course, been affected by counter infla- 
tionary measures'. For 1972-73 the percentage of internal financing under 
each head had been as follows 7 : 

Telecommunications 39 per cent. 

Data Processing Service 75 per cent. 

Posts Nil 

Giro No net capital requirements 

Total Post Office 33 per cent. 

63. In the opinion of the British Railways Board, prices were artificially 
low, nor had the Board always had complete freedom of pricing action. Be- 
cause of its statutory financial obligations, the Board had been restricting in- 
vestment and was short of regenerative capital®. 

64. The Department of Trade and Industry recognised that the perform- 
ance of the industries over the last two or three years had been very greatly 
affected by the price restraint policies of the Government of the day. This 

1 Q. 364. 

2 Q. 362. 

3 Q. 417. 

■* Q. 485. 

5 Appendix 5, Question 3. 

6 Ibid, Question 5. 

7 Ibid, Question 12. 

8 Q. 524-525. 
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had meant that the financial targets which had been fixed in the past had, in 
some cases, gone by the board. Looking to the future, it was true that in 
order to plan a strategy for investment extending some years ahead the in- 
dustries had to make assumptions about their pricing policies which would, 
in turn, have a bearing on demand for their products and on the level of in- 
vestment. The industries were assuming, with the agreement of the Depart- 
ment, that if they looked far enough ahead — and a lot of the investment plans 
which they were making now would not come to fruition for several years — 
they could look forward to a period when they would be able to price their 
products as they would desire 1 * . Your Committee’s view is that the Depart- 
ment of Trade and Industry would be seriously in error if it were to allow 
investment decision making to be based on the present artificially low prices. 
They also consider it important that existing loss of revenue should be offset 
and not carried forward. 

65. The Minister for Industry accepted that the longer the industries were 
charging less than the economic rate the more difficult it became to get back 
to the proper commercial pricing structure. The period of intervention on 
prices went back quite a long way and had had considerable effects both on 
morale within the industries and on certain aspects of their planning. They 
would need to put their future plans forward on certain assumptions, one of 
which was that they would be able to increase their prices by what they con- 
sidered to be the right amount in a particular year. In the previous year, 
when there had been Government intervention which made it desirable to 
have smaller increases in prices, the difference was adjusted by agreement to 
pay compensation. If prices were too low it created a demand on resources 
and for increased investment. It was therefore desirable to get back to 
economic pricing as early as possible. Against this, the industries them- 
selves recognised how essential it was for inflation to he controlled, since in- 
flation could cause them far greater damage than price restraint®. 

66. The Treasury agreed that the degree to which the industries were able 
at present to finance their own investment had been affected by the price 
restraint policies of the last two years or so, hut the importance of countering 
inflation had been regarded by the Government as taking precedence over 
nationalised industries’ policy, and to that extent self-financing had suffered 1 . 
The long-term financial targets had remained except that one or two of them 
had run out. For example, the Post Office targets had run out at the end of 
the financial year 1972-73. Clearly the targets had not been entirely mean- 
ingful in the circumstances of price restraint. The Treasury conducted the in- 
vestment review on the basis that there would be a return to financial 
viability over the period of the review and that should ensure that the in- 
dustries did not undertake excessive investment programmes. The Treasury 
might want to work out a system of short-term arrangements with the in- 
dustries to cover the period until there could be a return to a system of long- 
term financial objectives. It had not been possible to embark on this until a 
prices and pay code had been worked out, and this had only taken place very 
recently*. The path hack to viability was very much a matter for Ministers 
and was something they would wish to look at industry by industry 5 . 

' i Q. 891. 
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67. The Chief Secretary to the Treasury said that during the 1960s there 
had been a discernible improvement in the financial performance of the 
nationalised industries as a whole, but that in the last eighteen months to two 
years there had been a fairly marked deterioration which owed itself to one 
particular factor, namely the impact of price restraint imposed by the 
Government and accepted with a fair degree of reluctance by the nationalised 
industries. If you took away the freedom of those industries to fix prices 
in accordance with various market and economic criteria, to a substantial 
degree you diminished the ability of industries to manage their affairs in the 
most efficient and effective way. Nobody could be more conscious of this 
than the Treasury. It was estimated that the combined deficits of the in- 
dustries, as a result of price restraint in 1972-73, was something of the order 
of £150 million. This meant that the Treasury would have to help to finance 
them. In spite of this, the Chief Secretary’s belief was that there was still, 
within the industries, as firm a control over costs and as clear an incentive 
to maintain control over investments and to apply the financial criteria as 
there had been before. However, this could not be expected to last indefi- 
nitely 1 . Your Committee welcome the fact that the Treasury recognises the 
dangers of price restraint. They also note with approval the openness with 
which it was admitted that past White Paper policies have been abandoned, 
and that there was little prospect of a new White Paper in the near future 2 . 
Having said that. Your Committee are fearful that the drift away from correct 
financial and economic control will gather momentum and they consider that 
the sooner the Treasury can permit a return to normality the better. 

68. As Your Committee understand the matter, financial targets were in- 
troduced for a variety of purposes. The obvious one was to increase the 
extent to which the industries were able to finance their investments them- 
selves and to decrease their direct dependence on the Exchequer and the 
capital market. In essence this was to raise the nationalised industries’ pro- 
pensity to save, enabling that of the private sector or the remainder of the 
public sector to fall. Your Committee agree with their predecessors’ view 
that the extent of self-financing up to the early 1960s was too low, and that 
a case for achieving higher levels had been made out. Another argument 
put forward in favour of financial targets was that they would act as a 
measure of economic performance, giving management an incentive to become 
more efficient and reduce costs 3 . 

69. Although this whole area is somewhat speculative. Your Committee’s 
predecessors in their inquiry into Ministerial Control of the Nationalised In- 
dustries, thought that there might be something to the incentive argument. 
They welcomed the introduction, of D.C.F. methods 1 for investment decision 
making, and the principle of long run marginal costs as a basis for price 
setting 5 . Moreover, the evidence put before them by the industries themselves 
seemed to support the view that it was helpful to their efficiency to make 
them meet targets within a well defined set of ground rules. 

70. In short, Your Committee’s predecessors welcomed these new instru- 
ments in the control of nationalised industries, and looked forward both to 


2 Q. 1029. 

3 H.C. (1967-68) 371-1, paragraphs 502-503. 

4 Ibid, paragraph 421. 

5 Ibid, paragraph 276. 
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their success, and to the evolution of further developments in this field. Your 
Committee regret to note, therefore, that in the past three years there has 
been a degree of backtracking, that targets are not being met and that finan- 
cial control appears to be declining. 

71. The crux of the matter is, of course, prices and incomes policy and 
Your Committee are well aware of the importance which successive govern- 
ments have paid to it. Nevertheless, they feel obliged to point out that, if 
there were real benefits to be gained from the introduction of financial targets, 
there are real costs to be borne if they are abandoned, albeit temporarily. 
Similarly, having encouraged the industries to pursue rational, well thought 
out investment policies, the Government must recognise the dangers of allow- 
ing these policies to fall into abeyance. The short run exigencies of a com- 
bination of inflation and unemployment clearly have to be dealt with, but it is 
to be hoped that this can be done without too much consequent damage to 
the long term prospects of a very significant section of the economy. 

72. Your Committee are concerned about the role of the nationalised in- 
dustries within the counter-inflation policy. The effect of this has been to 
abrogate the previous financial policy and to leave the industries in a poor 
financial position, even in deficit. The arrangements for Stage 3 of the Price 
and Pay Code may actually worsen the position of individual industries, de- 
pending on what price increases are acceptable to Ministers. Your Com- 
mittee note the terms of the Statutory Corporations (Financial Provisions) 
Bill now before the House. One of the purposes of this is to compensate 
certain nationalised industries for the effects of price restraint on their 
finances and, in particular, deficits incurred as a result of it. Your Commit- 
tee also note that the Bill will provide some alleviation to the industries con- 
cerned. Nevertheless, Your Committee see the bill as a short-term measure. 
They do not consider that planning in the medium or the long-term can be 
effective in the context of a situation of permanent price restraint coupled 
with occasional Government measures for compensation payments. 

Consultation and Co-Ordination 

73. So far as the nationalised industries are concerned the major sponsor- 
ing Department is the Department of Trade and Industry. It has under its 
wing all the power industries — electricity, gas and coal — the air corporations, 
now controlled by the British Airways Board, and the steel industry. The 
other two major industries, the Post Office and the Railways are sponsored 
respectively by the Ministry of Posts and Telecommunications and the Depart- 
ment of the Environment. Your Committee were anxious to learn something 
of the degree and maimer of consultation which took place between the spon- 
soring Departments and the industries for which they were responsible, in the 
area of capital investment planning. Your Committee also concerned them- 
selves with the part played by the Treasury ; the mechanics of consultation 
between Departments ; and the extent to which Departments were staffed to 
equip them adequately to monitor the industries’ investment plans. 

Consultation between Sponsoring Departments and the Industries 

74. In its main memorandum, the Department of Trade and Industry de- 
scribed its relationship with the industries for which it is responsible with 
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special emphasis on the discussions which took place on major projects 1 . It 
explained that the handling of major capital investment projects by the De- 
partment did not differ in principle from the handling of other parts of a 
nationalised industry's capital investment programme 2 . After submission of 
the annual investment programme by each board, it was discussed with the 
board concerned and with the Treasury. The discussions ranged wider than 
the merits of the investments, as such, and embraced the general prospects of 
the industry and also the relationship of a major investment project to issues 
of current concern to the Government. In discussion the Department con- 
centrated on the assumptions on which a proposal was based ; the relation 
of the scheme to the industry’s present operations and future strategy ; and 
the degree of risk, technical or commercial, which appeared to be involved. 
The Department emphasised that it was not the object to substitute the com- 
mercial or technical judgment of the Secretary of State for that of the board 
concerned, nor to usurp its responsibility for the management of the business ; 
nor were discussions concerned with the technical detail except so far as this 
was essential to (the understanding of the project 3 . 

75. In evidence submitted to Sub-Committee A during their inquiry into 
the British Steel Corporation, the Corporation raised certain observations 
on the Department of Trade and Industry’s main memorandum submitted 
to Sub-Committee B‘ in so far as it related to the general principles of the 
relationships between Ministers and the nationalised industries in capital 
investment matters. The Corporation quoted passages from that memo- 
randum which, in its opinion, appeared to conflict 5 . Its main contention 
was that the Department’s stated aim of testing the soundness of a project 
in itself, and the degree of technical or commercial risk attaching to it 6 , 
seemed to stand in contrast with the avowed objective of relying on the 
commercial and technical judgement of a board and not to usurp its 
responsibility for the management of its business’. The Steel Corporation 
drew attention to “ Guidelines ” which had been recently agreed with the 
Government for handling discussions on its investment plans. It quoted 
a passage from the Guidelines which stated that “ the Secretary of State 
discharges his general responsibility for the efficiency and the longer term 
viability of the industry primarily through the appointments he makes to 
the Board.” The Guidelines also stated that it was the firm policy of 
Ministers that the Government should not seek to override the Board’s 
judgement “ in the conduct of investment planning, including the technical, 
commercial and financial aspects.” The Corporation’s understanding was 
that the appointments which the Secretary of State made to the Board 
should be his main method of discharging his responsibilities and that the 
Board should settle policy and direct the industry’s affairs 8 . 

76. The Ministry of Posts and Telecommunications had had discussions 
with the Post Office on its rolling five-year investment plan ever since it 
first existed as a Ministry in 1969. It was therefore well aware of its 

1 Evidence, pp. 27-33. 

2 Evidence, p. 27, paragraph 1. 

3 Evidence, p. 29, paragraphs 9-10. 

4 Evidence, pp. 27-33. 

3 H.C. (1972-73) 141, Appendix 11. 

6 Evidence, p. 29, paragraph 10. 

7 Evidence, p. 29, paragraph 10.1. 

8 H.C. (1972-73) 141, Appendix 11, paragraph 8. 
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long term planning. The corporate plan would be a more comprehensive 
exposition of objectives, plans and implications, and would describe in a 
more considered way than the investment programme the possible alter- 
native strategies that the Post Office might adopt. Where appropriate, the 
corporate plan might be subject to discussion between the Ministry and 
the Post Office but, more probably, it would simply provide a better back- 
ground for future discussions about the five-year capital expenditure 
programme 1 . 

77. In contrast, the Department of the Environment, in a memorandum, 
described how the submission of the British' Railways Board’s first 
corporate plan had been followed by a concentrated series of discussions 
between the Department and the industry to reach a full understanding of the 
planning process. Subsequently, arrangements had been made for these 
discussions to be extended to enable the Department to keep abreast of the 
second plan. As a result, the thinking underlying a corporate plan was well 
known to the Department by the time it was submitted 2 . 

78. So far as the annual investment programme was concerned, the 
Railways Board could not make its plans in isolation from national 
considerations nor from considerations in the transport sector where there 
were competing claims. The Department considered it its business, by 
close communication in the process of preparing the programme, to help 
the Board to understand the considerations which Ministers would bear in 
mind in presenting that programme to the Treasury in order to secure the 
funds judged right for the Railways to carry forward a realistic investment 
programme 3 . The business was vested in the Board and the Board was 
responsible for running it. In the opinion of the Department, the Board 
now had a highly developed system of investment appraisal. During its 
own appraisal of its projects it would turn to the Department for advice 
on any point about which the Department could help. This free inter- 
change between the Department and the Board was thought to be an 
advantage since the Department already knew a good deal about the 
Board’s plans and was in a better position to appraise the investment 
programme, when it was submitted, more quickly than would otherwise be 
the case 4 . 

Consultation with the Treasury 

79. As was explained to the Sub-Committee, the main function of the 
Treasury as a Department was the management of the economy. However, 
the Treasury was closely concerned with the expenditure of the nationalised 
industries because the public sector represented such a considerable part 
of the economy. The Treasury had, in recent years, become more con- 
cerned with getting in on the ground floor of policy decisions. Ten or 
fifteen years ago, there had been a tendency for the Treasury to sit back, 
let other Departments formulate policy and then apply to the Treasury 
for financial authority. Now, in the investment reviews, the Treasury 
tended to be associated with the sponsoring Department from the beginning 
as part of a Government team. Essentially the Treasury’s concern was to 
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watch the wider interests of the economy with particular emphasis on the 
public expenditure implications of decisions 1 . The Treasury could not 
adequately assess whether the level of expenditure on the public sector’s 
programme was right or not without some knowledge of the considerations 
which led up to investment decisions. Equally the Treasury was very 
much concerned to see that it was not simply duplicating the job of the 
sponsoring Department. As part of the procedure for the annual invest- 
ment review the Treasury provided each industry, through its sponsoring 
Department, with basic assumptions about the growth of the economy over 
the five years of the Public Expenditure Survey period 2 . If an industry was 
looking for assumptions for a longer period ahead, for instance in relation 
to a ten year corporate plan, the Treasury would do its best to provide it, 
although the further ahead it looked the more uncertain such assumptions 
would become 3 . 

80. The Chief Secretary to the Treasury explained to the Sub-Committee 
that the Treasury, as such, very rarely conducted anything in the nature 
of a dialogue with an individual industry but always operated through the 
sponsoring Department which had the experience and expertise to discuss 
technical matters and the problems of particular industries, to a much 
greater extent than the Treasury. As regards the detailed problems of 
the individual industries. Treasury officials and certainly Ministers would 
not regard themselves as competent to challenge the basic factors on 
which proposals were submitted by an industry to a sponsoring Department. 
The Treasury might want to test them and see whether they stood up to 
analysis, but it would be a very rare situation indeed where the Treasury 
sponsoring Department. Fairly frequently, the Treasury would test the 
proposals and judgements against the criteria established generally as 
regards the public sector as a whole*. There were occasions when, as had 
occurred in May 1973, in the interests of the overall management of the 
economy and public expenditure as a whole, the Treasury had had to 
make certain industries postpone some of their capital investment plans 5 . 
On these occasions, the Treasury would look at particular industries to 
see what sort of contribution would be reasonable and would leave an 
investment programme consistent with overall growth. Decisions of this 
sort would emanate from discussions with the Heads of sponsoring Depart- 
ments. The Chief Secretary also instanced the Post Office decision, recently 
announced, to opt for TXE 4 exchange equipment as a progressive replace- 
ment for Strowger. That was essentially a technological question, and, as 
such, one particularly for the Post Office. However, when the matter was 
considered by Treasury Ministers, they posed a number of questions to 
test the assumptions on which the proposal was based in order to examine 
the public expenditure implications and, to some extent, satisfy themselves 
about the impact on the industry'. So far as the Treasury was concerned, 
it was satisfied that this was probably a viable investment and finally the 
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decision turned on the question of its technical suitability and compatibility 
as well as its impact on the supplying industry 1 . 

Consultation with Departments other than Sponsoring Departments 

81. It is occasionally necessary for a Department, other than the sponsor- 
ing Department, to be consulted on a particular matter. This had happened 
in the case of the TXE 4 decision and the Department concerned (the 
Department of Trade and Industry) described the degree of its involvement. 
It had not itself undertaken any research as to whether or not TXE 4 would 
be a success, but it was not entirely true to say that the Department 
merely accepted the advice of the Post Office and relied on the Post Office’s 
research capabilities. In making its submission, the Post Office had 
satisfied the Department and the Government as a whole that the arguments 
it used justified the course it proposed to take. The Department had had 
extensive discussions with the manufacturing industry and had listened 
with care to their problems, which, in turn, had been discussed with the 
Post Office and Ministry of Posts and Telecommunications to ensure that 
there were satisfactory answers. There had been a great deal of discussion, 
on the basis of which the Department was satisfied with the decision 2 . 
While Your Committee accept this, in their view the picture of the 
relationships between the Department of Trade and Industry, the Ministry 
of Posts and Telecommunications and the Post Office concerning the 
equipment supply industry is a confusing one. Above all the degree of 
involvement of the Department of Trade and Industry and the extent of 
its responsibility does not appear to be well defined, and Your Committee 
are by no means satisfied that the Department was able to play an effective 
part in the processes which led up to the TXE 4 decision. 

82. In the context of the investment plan of the British Railways Board, 
the Department of the Environment explained to the Sub-Committee that, 
because the railways were particularly dependent upon coal and steel, there 
was a close association with the Department of Trade and Industry, which 
was the Department responsible for sponsoring the industries whioh pro- 
duced those basic commodities. The Department of the Environment passed 
to the Railways Board the forecasts made by the Treasury of the state of the 
economy and the growth rate. The Department consulted the Department of 
Trade and Industry on particular aspects of these forecasts and, in turn, 
supplied the resultant information to the Railways Board, which worked on 
the forecasts and based their future plans upon them. The Department of 
the Environment told the Sub-Committee that there could also be consultation 
with other Departments on particular matters. For example, the Foreign 
Office could be consulted on Channel Tunnel investments 3 . 

83. The Ministry of Posts and Telecommunications told the Sub-Com- 
mittee that other Government Departments would be consulted on aspects 
of the Post Office investment plans where appropriate. Thus the Depart- 
ment of Trade and Industry would be consulted on matters concerning data 
transmission and on the general industrial background. Other Departments 
would be consulted as customers of the Post Office. As an organisation 
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responsible for the Post Office, the Ministry would itself consult both 
industry and consumer representational organisations 1 . The primary duty 
of the Ministry was to make sure that the Post Office upheld the national 
interest where it differed from the interests of the Post Office itself. 

Expertise within Departments 

84. The Department of Trade and Industry accepted that the major part of 
expertise in capital investment planning necessarily lay with the industries. 
In the opinion of the Department it would never be the aim in a Depart- 
ment or anywhere within Government to set up a vast army of expertise to 
rival that which the industries had under their command 3 . The Department 
considered its role a more limited one of scrutinising the proposals of an 
industry and of bringing into consideration those elements of wider national 
interest, such as the balance of payments, whioh were not the direct concern 
of the industry itself*. 

85. In the Department of the Environment, administrators, economists 
or statisticians would be working with their opposite numbers in the Railways 
Board. However, the scientists in the Department for instance, would not 
be working with the scientists and professionals in the Railways Board in the 
actual development of a technology, although they would need to be 
associated with any discussions in order fully to understand the project and 
fulfil their function of advising the Minister 5 . It was recognised, however, 
that the initiative in such matters came from British Railways 5 . 

86. The Sub-Committee were told that, whereas investment appraisals 
were undertaken by the industries themselves, the Treasury helped to codify 
and to an extent took the lead in the development of t hink ing on methods 
of investment appraisal. This was done by a mixture of economists 
and administrators 7 . To this end, the Public Enterprises Division of the 
Treasury had the services of members of the Economic Section. Essentially, 
however, the Division was staffed in Civil Service terms with administrators 8 . 
Economic advice was always in short supply 3 but the position had improved 
over the years 15 . The Chief Secretary to the Treasury expressed himself as 
very impressed with the expertise and the quality of advice which he had 
received from the Public Enterprises Division. There were occasions when it 
was appropriate for a sponsoring Department to retain the services of a 
management consultant or merchant banker, but this would be for the 
Department to decide, and not for the Treasury 11 . 

87. In the view of Your Committee the evidence presented on the subject 
is rather confusing perhaps because the relevant Departments are themselves 
confused. As was the case during the inquiry into Ministerial Control, it is 
not clear to Your Committee what the expertise possessed by the Government 


1 Q. 20. 

2 Q. 21. 

3 Q. 206. 

* Q. 207. 

5 Q. 310. 
«Q. 311. 

7 Q. 845. 

8 0. 848. 

» Q. 849. 

Q. 850. 
u Q. 1020. 
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the Department would improve its powers of scrutiny. To this end a new 
unit had been set up within the Department which was called a Management 
Planning Advisory Unit. The intention was that it would bring a greater 
expertise into the Department for the consideration of corporate plans and 
the monitoring of progress. The Head of the Department had been brought 
in from private industry for two or three years and it was likely that at least 
one more member would be recruited from private industry. It was hoped 
that the unit would add to the various contributions which the Department 
already had from the Industry Divisions which were concerned with each 
industry and from its economists, statisticians, accountants and others 1 . 

92. Your Committee’s overall view is that the function of consultation and 
co-ordination is passing through a transitory phase, and that for a while at 
least the long term control of the industries has diminished somewhat. They 
are not entirely clear how co-ordination takes place and what, in particular, is 
the role of the Department of Trade and Industry. It remains unclear how 
the fuel and power industries are co-ordinated and whether a fuel policy may 
be said to exist. While welcoming the setting up of the Management Plan- 
ning Advisory Unit, Your Committee wonder why it has taken so long to 
introduce it. Clearly a better time would have been at the beginning of the 
era of corporate planning. 

93. In the case of transport policy, Your Committee recognise that this 
is rather a sensitive time, and that while their inquiry was in progress, major 
decisions concerning the future pattern of the railways were still under con- 
sideration. Nonetheless they would have been more satisfied if the Depart- 
ment of the Environment would have been able to explain in more precise 
terms its role as a co-ordinating body and to give examples. 

94. In sum, the Sub-Committee were assured that Departments did not 
interfere in detail, that they were concerned with broad principles and wider 
issues and that they did endeavour to co-ordinate investment planning. But 
they were not shown many examples of these activities, and it is apparent 
that the Departments contained few units either devoted to considering co- 
ordination itself as a general issue or to ensuring that effective co-ordination 
is actually achieved. 

Effect of Corporate and Long Term Planning on Parliamentary 
Control 

95. It became clear to the Sub-Committee from the evidence they received 
that, particularly with the general introduction of corporate planning by the 
nationalised industries, there was a tendency for them considerably to extend 
the time horizon of their investment planning procedures. Your Committee 
believe that this trend should be to the benefit of the industries’ strategic 
planning, always provided that the long term plans are sufficiently robust and 
flexible. They are, however, aware that this is a trend which makes it in- 
creasingly difficult for Members of Parliament to assess what is actually 
happening in the nationalised industries. In some cases this is because pre- 
sent difficulties which may face a particular industry have resulted from de- 
cisions taken some time ago and because decisions taken at the present time 
may not yield results for a long time to come. Indeed, in the course of giving 

i Q. 888. 
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oral evidence, the Minister for Industry confirmed the Sub-Committee’s views 
that decisions* taken about investment today would not in many cases be 
tested as to whether they were wise or unwise for many years ahead. In this 
connection, he quoted the example that decisions made in the 1960s con- 
cerning electricity generating plant had led to the falling off of electricity 
demand and had therefore had an impact upon generation. This in turn had 
had an effect upon the plant existing in the industry in the early 1970s 1 . 
There seems therefore to be a danger that present trends are having a weak- 
ening effect on the accountability of the industries to Parliament. 

96. The Minister for Industry stressed that Ministerial responsibility foi 
the nationalised industries was a very limited one and that the area in which 
a Minister could expect to respond to the House of Commons was very con- 
fined. If he were to be responsible and accountable to the House for a lot 
of matters which Members would wish to know, he would himself need to be 
very much in the position of being the managing director of the industry 2 . As 
a step towards improving the situation, the industries’ Annual Reports, which 
had in the past been somewhat stilted in style, were to be presented in mote 
readable style in future 2 . In this connection, the Minister was reminded by 
the Sub-Committee that one of the recommendations of Your Committee's 
predecessors’ Report on Ministerial Control of the Nationalised Industries was 
that there should be a composite report on all the nationalised industries 
together*. The Minister, while recognising the need for improved presentation 
of the Annual Reports, was doubtful whether there would be an advantage 
in them all being published on the same day as a consolidated document*. 

97. In the opinion of the Chief Secretary to the Treasury, a part of the pur- 
pose of the sophisticated investment appraisal techniques which were being 
developed was to minimise the area of uncertainty and so reduce the dangers 
of undermining control both on the part of the Treasury and of Parliament 
itself. He said that the Treasury constantly wanted to improve the manner 
of presentation of the annual White Paper on Public Expenditure in order the 
better to inform Parliament and the country’. He was, however, opposed to 
including each year a full sectoral appraisal of, for instance, energy or trans- 
port policy since they were matters for the Department of Trade and Industry 
and the Department of the Environment respectively and not for the 
Treasury 2 . 

98. Your Committee recognise the difficulties inherent in securing effective 
Ministerial Control of the nationalised industries and proper accountability 
to Parliament. They therefore welcome the move whereby the industries' 
Annual Reports are to be presented in a more practical and readable style' 
and they trust that as a result they will also be more informative. They are, 
however, conscious of the fact that the Annual Reports tend to look at an 
industry’s performance in retrospect and they make a recommendation simi- 
lar to that in their predecessors’ Report on Ministerial Control of the 

1 Q. 940. 

2 Q. 939. 

3 Q. 941. 

* Q. 979. 

3Q. 981. 

6 Q. 1028. 

^ Q. 1038. 

* Q. 1037. 

»Q. 941. 
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Nationalised Industries namely, that the Annnal Reports should be supple- 
mented by the publication o£ a White Paper on each industry 1 , at intervals of 
not less than five years, which should include a presentation of their invest- 
ment policies for the future. Your Committee also recommend that the in- 
dividual nationalised industries’ capital expenditure programmes should be 
dealt with in more detail than at present in the annua! White Paper on 
Public Expenditure. They hope that greater opportunity will be taken to 
discuss the nationalised industries during the annual debate on Public Ex- 
penditure, perhaps in some years by allocating one of the two days of debate 
to consideration of the nationalised sector. 

99. In recent years there has been an absence of White Papers setting out 
Government policy on, for example, energy or transport. Although Your 
Committee recognise that there would be no point in issuing such “sectoral ” 
White Papers at regular intervals, they consider that it is helpful if on occa- 
sions a Government takes an appropriate opportunity to issue such a paper. 
For example, an appropriate opportunity may arise when an energy policy 
is eventually agreed within the E.E.C. A British Government White Paper 
showing how such a policy would affect Britain’s interests as a whole and 
the nationalised sector of industry in particular would m Your Committee’s 
view be a worthwhile document. In matters of this kind Parliament is to a 
considerable extent dependent on the Government of the day for its sources 
of information, without which it is in no position to make constructive criti- 
cisms of policies. Your Committee welcome the recent discussions between 
Ministers and the T.U.C. and the report that a White Paper on energy policy 
might be issued in 1974. Furthermore they hope that the sponsoring Depart- 
ments will seek to ensure that Parliament is kept fully informed about de- 
velopments in Government policies as they affect the nationalised sector of 
industry. 


Mixed Public-Private Enterprises and 
Industrial Democracy 

100. There are two topics which have arisen particularly during the Sub- 
committee’s visits abroad. These are “ mixed public-private enterprises 
and “ industrial democracy Although these subjects are only peripheral to 
the main inquiry. Your Committee consider it appropriate to draw attention to 
them in the belief that they will become much more important in the future. 

101. The typical situation in the United Kingdom is that a whole industry 
is nationalised. This is not the case on the continent of Europe where in- 
dustries tend to be only partially nationalised and where many individual 
firms are also jointly publicly and privately owned. In the United Kingdom 
too there are Rolls Royce, and various shipyards, ports, road haulage etc., 
as examples of partial nationalisation. 

102. The question that occurs to Your Committee is whether the criteria 
of operations for what might be called the pure case of nationalisation 
can be carried over to these mixed cases. It appears that in the past this 
has not been so, and that British Petroleum, for example, has operated com- 
mercially as if it were a private company, as did Thomas Cook’s while it was 
in public hands. These, however, were regarded as unusual enterprises to he 

1 H.C. (1967-68)371-1, paragraphs 867-869. 
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found within the public sector, and were dealt with presumably in an ad hoc 
way. If they become more typical as forms of public enterprise in this 
country, they will have to be examined more carefully and an explicit policy 
developed for them especially in the fields of pricing (including price control 
and price restraint), investment, and the allowance for social factors and 
issues of national importance. There is also the problem of fair competition 
between the public and private sections of mixed industries. In the case of 
the ports the Government must already have given some thought to these 
problems, and it is Your Committee’s view that this will have to be considered 
on a much broader basis in the next few years. 

103. In the course of the Sub -Committee’s visits to Scandinavia and France, 
considerable attention was paid to the subject of industrial democracy 
in those countries. It was discovered that the effects of this had so far been 
limited but were expected to grow in significance in the next five to ten years. 
Similar developments have of course taken place in the United Kingdom, but 
on an even smaller scale. Here, too, much stronger development is expected 
in the next decade. 

104. From the limited amount of evidence they have received, it is apparent 
to Your Committee that the introduction of industrial democracy is not a 
simple matter, but brings many problems with it. It cannot be doubted that 
methods of hiring and firing will be considerably affected, as will the process 
of capital investment decision making. Employees will expect to play a part 
in the determination of capital investment (including the corporate plan) and 
in manpower planning. It could then happen, for example, that while a 
particular project might be most acceptable on conventional cost grounds, it 
would be rejected in favour of a dearer project which involved a smaller or 
smoother rate of decline of the employed labour force. Your Committee 
wish to record their awareness of the problems that are likely to arise and 
they welcome the fact that the Government propose to publish a Green Paper 
on the basis of which the subject can be discussed 1 . 

Conclusions 

105. In the main body of this Report Your Committee have reviewed the 
various forms of planning and the methods used for investment appraisal by 
the nationalised industries and the Government, and they have made a num- 
ber of recommendations. In presenting their conclusions Your Committee 
are aware that most of what they have to say is of a critical nature. Con- 
sidering the transitional nature of much of what they have observed and the 
many changes occurring on the economy, this is inevitable. 

106. In the field of investment planning in the medium term. Your Com- 
mittee have concentrated on one particular aspect, which may be of great 
importance in the future, namely corporate planning. Progress in the formu- 
lation of corporate plans has been very uneven as between the major nation- 
alised industries, and it is much too early to make any meaningful assessment 
of how beneficial the effects will be, if and when the technique is fully de- 
veloped and in use in all the industries. 

107. In the field of long-term planning also Your Committee’s main finding 
is that progress in developing new techniques has been uneven and they have 

i Q. 966. 
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called for more effective leadership from Government Departments in this 
area. A similar conclusion emerges from Your Committee’s study of the de- 
velopment of technological forecasting. 

108. To sum up. Your Committee believe that the evidence which has been 
presented to them shows that in the last five years the impetus towards a more 
rational control of the nationalised industries has tended to decrease. De- 
partments, including the Treasury, have paid insufficient attention to the more 
general problems of the industries. Your Committee are therefore led to the 
conclusion that Government has been far from successful in its self-imposed 
role, as set out in the 1961 and 1967 White Papers and commended by Your 
Committee’s predecessors, of exercising its control publicly and according to ' 
well-defined ground rules, without interfering with the management functions 
of the industries themselves. On the last point, Your Committee’s predecessors 
have already reported their opinion that the Government interfered to an un- 
warranted extent in the formulation by the British Steel Corporation of their 
investment plans'. Your Committee are bound to speculate as to whether 
this state of affairs would have come about, if their predecessors’ proposal 
for the setting up of a Ministry for Nationalised Industries had been 
implemented. 

109. If Your Committee are right in their analysis of the present malaise, 
the implications for Parliamentary control are very serious. It is likely to 
become increasingly difficult as long-term and medium-term planning tech- 
niques become more sophisticated for Parliament to be kept adequately 
informed on what is going on in the nationalised sector. If Government it- 
self is ill-equipped to ensure that planning is carried out on a rational 
basis according to well-defined ground rules, it will be impossible for it to 
present information to Parliament on an adequate basis. Current proposals 
for improving the form of the industries’ Reports and other improvements 
which Your Committee have recommended will not serve their purpose, if 
the system of Government control is itself defective. 

110. Your Committee’s concern is not however confined to the general 
criticism that the system of control embodied in the 1961 and 1967 White 
Papers has been eroded. At the same time as this has been happening. 
Governments have pursued policies which (however necessary they may have 
been in the national interest — which is not a matter for Your Committee to 
consider) have by common consent tended to compound the problems facing 
the nationalised industries. This applies particularly to the restraints placed 
on the industries’ pricing policies (whether “ voluntary ” or statutory), which 
have necessitated the abandonment of financial targets for the industries and 
which have almost certainly led in many cases to the distortion of demand 
and in consequence to the danger of badly based investment decisions. It 
is true that under the provisions of the Statutory Corporations (Financial 
Provisions) Bill the adverse financial effects of the policy of price restraint 
are now to be mitigated both retrospectively and for the next two years 
in respect of some major industries which have incurred deficits, but this 
does not alter Your Committee’s conclusion that the imposition of the policy 
is bound to have had a distorting effect on investment decisions. Your 


t H.C. (1972-73) 141, paragraph 53. 
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Committee believe that the effects of this on the general morale of the in- 
dustries are already discernible, and that if the present situation persists they 
may become very serious. 


111. Both the Ministers who appeared before the Sub-Committee recog- 
nised that the present position, was unsatisfactory 1 , but Treasury officials 
were hopeful about the prospects of an eventual return to a system of long, 
term objectives, even if this had to be preceded by a period when a system of 
short-term arrangements with each industry would operate 2 . In the debate 
on the Second Reading of the Statutory Corporations (Financial Provisions) 
Bill, the Chief Secretary to the Treasury stated that it was the Government’s 
“ settled intention to restore the industries to normal profitability . . and “ to 
return as soon as possible to somewhere near the previous system of long- 
term financial objectives, supplemented by corporate planning of the kind the 
industries are currently introducing ” a . Your Committee believe that the 
Government should make an early statement setting out the steps which they 
propose to take to restore the industries to profitability. In Your Commit- 
tee’s view the process of returning to viability may be prolonged and difficult, 
and in any case they are far from convinced in the light of events over the 
last five or six years that the system of control developed in the 1960s will 
prove adequate to deal with the problems thrown up in the late 1970s. 


112. Your Committee believe that the time is now opportune for the 
mounting of a detailed study of the role of the nationalised industries in the 
economy and of the ways in which they are to be controlled in the future. 
To avoid misunderstanding, Your Committee wish to emphasise that they 
are not advocating a study of the merits or otherwise of nationalisation as a 
concept. As in the past, they are concerned with the problem, given the fact 
that certain industries are nationalised, of how they should be controlled. 


113. Your Committee have given considerable thought to the form which 
any such proposed study should take. The absence of a single Department 
with responsibility for the nationalised sector makes a purely departmental 
inquiry impossible. Your Committee would not favour an inter-departmental 
committee for this particular purpose. Nor do they consider that a wholly in- 
dependent outside inquiry would be ideal in this case. Your Committee are 
attracted to the form of inquiry carried out under the chairmanship of Lord 
Plowden between 1959 and 1961 into the Control of Public Expenditure, 
following a recommendation by the Select Committee on Estimates made in 
their Sixth Report of Session 1957-58. This was an internal inquiry under 
the authority of the Chancellor of the Exchequer, but the Government sought 
advice from persons with appropriate knowledge and experience who were 
not members of the Government or in the Government service. The Report 
itself was submitted in the names of the members from outside the Govern- 
ment service. Your Committee believe that a study of this kind, making use 
of the expenence of past and present members of the boards of nationalised 
industries and others, could produce useful results, although they would hope 
that it will prove possible for more information to be published than was the 
case with the Plowden Report. Your Committee recommend that such a study 
be put in hand as a matter of urgency. 


1 Q. 934, 987. 

2 Q. 808. 

2 H.C. Deb. (1973-74) 864, col. 1353. 


Printed image digitised by the University of Southampton Library Digitisation Unit 



ON NATIONALISED INDUSTRIES Xli 


Summary of Recommendations 

(1) The industries should devote more attention to the problems of 
manpower retraining (paragraph 19). 

(2) Moves for the adoption of corporate planning by the Electricity 
Industry should be proceeded with as a matter of urgency and the 
Department of Trade and Industry, whilst in the immediate future afford- 
ing the Electricity Council all possible help towards this end, should, 
for the longer term consider whether the present structure of the 
industry is conducive to effective and continuing corporate pl annin g 
(paragraph 25). 

(3) The Treasury and sponsoring Departments should take steps to 
ensure that corporate planning is used effectively throughout the nation- 
alised sector (paragraph 31). 

(4) Consultation with the unions should take place before corporate 
plans are finally settled and manpower assumptions should be explicit in 
any discussions with the unions (paragraph 31). 

(5) A long-term plan embracing telephony, data transmission and the 
distribution of radio and television signals should be drawn up as soon 
as possible (paragraph 39). 

(6) All industries should have long term plans on which current poli- 
cies are based and sponsoring Departments should encourage such de- 
velopments and take the lead in promoting long term techniques (para- 
graph 44). 

(7) The nationalised industries should be encouraged by sponsoring 
Departments to take technological forecasting more seriously than they 
have done up to now, and the industries should use some of their re- 
search funds to support work in this field (paragraph 55). 

(8) The Annual Reports by the nationalised industries should be sup- 
plemented by the publication of a White Paper on each industry, at in- 
tervals of not less than five years, which should include a presentation 
of their investment policies for the future (paragraph 98). 

(9) The individual nationalised industries’ capital expenditure pro- 
grammes should be dealt with in more detail than at present in the annual 
White Paper on Public Expenditure (paragraph 98). 

(10) A detailed study of the role of the nationalised industries in the 
economy and of the way in which they are to be controlled in the future 
should be put in hand as a matter of urgency, possibly following the 
form of the inquiry carried out under the chairmanship of Lord Plowden 
between 1959 and 1961 into the Control of Public Expenditure (para- 
graphs 112 and 113). 
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PROCEEDINGS OF THE COMMITTEE 

Wednesday, 12th December, 1973 
Members Present: 


Sir John Hall in the Chair. 


Mr. David Crouch 

Mr. Russell Kerr 

Mr. Dormand 

Mr. John Prescott 

Mr. John Golding 

Mr. Robert Redmond 

Mr. Green 

Mr. Stewart-Smith 

Mr. Brynmor John 

Mr. David Stoddart 


Report from Sub-Committee B brought up and read the first time. 

Ordered, that the proposed Report be read a second time, paragraph by 
paragraph. 

Paragraphs 1 to 38 read and agreed to. 

Paragraph 39 read, amended and agreed to. 

Paragraphs 40 to 92 read and agreed to. 

Paragraph 93 read, amended and agreed to. 

Paragraphs 94 to 110 read and agreed to. 

Paragraph 111 read, amended and agreed to. 

Paragraphs 112 and 113 read and agreed to. 

Resolved, That the Report, as amended, be the Report of the Committee 
to the House. 

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the Minutes of Evidence taken before Sub-Committee B 
of the Select Committee on Nationalised Industries in Session 1971-72 and 
part of the Minutes of the Evidence taken before Sub-Committee B of the 
Select Committee on Nationalised Industries in the last session of Parliament, 
and referred to the Committee on 8th November, be reported to the House, 
together with Appendices. 

Ordered, That the provisions of Standing Order No. 85 (Select Committees 
(Reports)) be applied to the Report. 

Ordered, That pursuant to the Order of the House [8th November] Mr. 
H. Garnett be appointed to assist the Committee in their inquiry into the 
ownership, management and use of shipping by nationalised industries. 

The Committee deliberated. 

[The Committee adjourned. 


GLOSSARY 

(a) Economic Terms 

(1) Investment Appraisal : An investment project involves the acquisition 
of durable capital equipment. This yields costs and benefits over time, and 
the appraisal of the investment project involves a comparison of the benefits 
net of costs with the initial expenditure on the equipment. Since the net 
benefits occur in sequence and later than the initial capital expenditure, 
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they have to be discounted to the present by a suitable rate of interest (Suit- 
able here means reflecting the productivity of capital and the community’s 
preference for present as opposed to future benefits.) The present evaluation 
of future money costs and benefits using a rate of interest is the method of 
discounted cash flow. If so-called social costs and benefits can be expressed 
in equivalent money terms, they too can be evaluated by discounted cash flow. 

(2> Investment Planning : Normally an organisation will have many 
possible investment projects under consideration. Some of these are com- 
petitive with each other (e.g. oil versus coal-fired power stations) and some 
complementary (e.g. railway lines and signalling equipment). It is necessary, 
therefore, for an overall investment plan to be devised which fits the different 
parts together. Among other things it will be concerned with the ti ming 
of projects (whether to bring them forward or postpone them), the life of 
equipment (whether to replace or repair), and the effects of any one investment 
project on another. Since all investment projects have consequences which 
occur over long periods of time, a major aspect of investment planning 
concerns making due allowance for risk. The precise specification of invest- 
ment expenditure over a specified period of time (e.g. five years) comprises 
a capital expenditure programme. In some cases this is updated and rolled 
forward every year. 

(3) Technological Forecasting : An important characteristic of modem 
industry is the rapidity with which technological change occurs. The effect of 
this may be to make existing capital equipment obsolete. Equally the 
appearance of the new technology and the ability to use it may depend on 
previous investment in an earlier technology. The objective of technological 
forecasting is to try and assess ( a ) likely changes in technology which may 
affect present investment plans, and ( b ) likely changes in the economy which 
may give rise to the need for new processes. An example of the former 
might be the possible appearance of quiet V.S.T.O.L. aircraft and their 
influence on investment in airports. An example of the latter might be a 
long run oil shortage and the emergence of more efficient engines. 

(4) Manpower Planning : A typical organisation will have a production 
plan specifying its likely output over time and related to this will be an 
investment plan specifying the requirement input of capital equipment. In 
the past it may have assumed that all labour requirements could be met 
without notice as they arose. Nowadays, it is realised that it is necessary 
to have a manpower plan as well. The need for this arises because labour 
is generally scarce, but skilled labour is particularly scarce. There are 
costs involved in hiring and firing workers, and there are also costs involved 
in training and retraining them. The decision to employ someone therefore 
becomes equivalent to an investment decision. Manpower planning, therefore, 
involves (a) the forecasting of labour requirements by detailed categories, 
(6) the forecasting of training needs, and (c) the determination of an appro- 
priate career pattern for each employee. 

(5) Corporate Planning: Given the individual plans for production, 
investment, manpower, and technology, there is a danger that no overall 
view will be taken of the organisation as a whole. It is necessary to specify 
the objectives of the organisation, the environment in which it finds itself, 
and to assess continuously how well the former are being met given the latter.. 
In particular, an attempt must be made to fit together individual plans „ 
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individual production units, and all other parts of the organisation. This 
gives rise to incentive systems which enable some parts of the organisation 
to be decentralised, and also makes clear which operations have to be 
centralised. Corporate planning is part of the overall optimisation procedure 
of the organisation. Just as with other plans, it is necessary to bring the 
corporate plan up to date at regular intervals. 

(6) Marginal Cost Pricing : The prices charged by nationalised industries 
affect the allocation of resources within the economy as a whole. If they are 
too low, demand will be excessive and resources will be wasted. If they are 
too high, demand will be too small and worthwhile benefits will be missed. 
In simple terms the value of an extra unit of output is measured by the price 
that someone is willing to pay for it. The cost of the extra unit of output 
is equal to the resources necessary to produce it. It is referred to as 
marginal cost If price is no less than marginal cost, this is the same as 
saying that the benefit accruing from the extra unit of output compensates 
for what has been foregone in producing it. Thus net benefit is maximal 
if price is put equal to marginal cost. In considering marginal cost, in the 
short term the capital equipment of the organisation is fixed. An estimate of 
marginal cost which is based on a fixed quantity of capital is called short 
term marginal cost. In the longer term the organisation may be free to vary 
its capital equipment. Marginal cost based on an optimally varying quantity 
of capital is called long term marginal cost. It is customary to argue that 
nationalised industries’ prices should normally be related to long run marginal 
cost, but that temporary shortages and surplus may be met by short term 
price variations. 

In fact, price paid is not an entirely correct measure of benefits, and 
expenditure by the industry is not an entirely correct measure of costs. There 
may be social costs and benefits (e.g. due to pollution or its avoidance). 
Some money costs may contain an element attributable to monopoly profits 
being made by suppliers. More generally, costs and benefits may be afiected 
by market imperfections of all kinds. These have to be taken into account 
in determining a correct nationalised industry pricing policy. That is why 
the pricing rale is expressed as relating price to marginal cost rather than 
equating price to marginal cost. 

(b) Technical Terms 

(1) Fluidised Combustion : Combustion of carbonaceous material in a bed 
of fluidised solids ; typically the solids consist of inert material or ash to 
which fuel is added, fluidisation being accomplished by the upward passage 
of the combustion air. The usual feature is that the temperature is controlled 
at a modest level (800° — 900°C) by a highly efficient removal of heat from 
the bed by steam raising tubes. 

(2) Confravision : A purpose-built system of conference-bydelevision 
which enables two groups of people in specially designed studios to confer 
in complete privacy over Post Official video circuits. 

(3) Magneto Hydro-Dynamics (M.H.D.): The study of the motion of 
an electrically conducting fluid in the presence of a magnetic field. 
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SELECT COMMITTEE ON NATIONALISED INDUSTRIES 
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SESSION 1971-72 


WEDNESDAY, 21st JUNE, 1972. 


Members present: 

Mr. Russell Kerr, in the Chair. 

Sir Henry d’Avigdor-Goldsmid. | Mr. John Golding. 

Mr. Dormand. | Mr. David Stoddart. 


MAJOR CAPITAL INVESTMENTS BY THE NATIONALISED INDUSTRIES— 
PROCEDURES FOR REACHING DECISIONS 

Memorandum by the Ministry of Posts and Telecommunications 

1. This memorandum outlines the way in which the Ministry deals with major 
capital investments by the Post Office. 


2. The statutory authority for the Ministry’s role in approval of Post Office 
capital investment is set out in Section 11(8) of the Post Office Act 1969: 

“ The Post Office, in carrying out any such work of development as involves 
substantial outlay on captal account, and, if it has subsidiaries, in securing 
the carrying out by them of any such work, shall act in accordance with a 
general programme settled from time to time with the approval of the Minister.” 

Thus the Minister’s powers in respect of capital investment are normally directed 
to the general lines of the programme as a whole, rather than to individual projects. 
However, if a specific project raises issues of general significance it may be the 
subject of special examination. 


3. In common with other nationalised industries, the starting point for the 
consideration of Post Office capital investment is the submission to the Ministry 
of annual capital programmes covering five years ahead. The Post Office submit 
separate programmes for telecommunications, posts, Giro and remittance services, 
and data processing services. 


4. The major Posit Office investment programme, in financial terms is, that for 
the telecommunications business, where the annual expenditure is more than £500 
million. But the other programmes (notably Posts £38 _ million) also involve major 
investment besides providing an opportunity for appraising the financial prospects 
of the businesses. The consideration of the policies underlying the programme 
and the consequences of various options will in future, it is hoped, be aided by 
the annual submission of corporate plans looking ten years ahead. 

5. The Ministry discusses the proposed programmes in the first instance with 
the Post Office and later with the Treasury. These discussions are not limited to 
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the merits of the investment programme but cover the general position and prospects 
of the industry and their relationship to issues of major concern to the Government 
The final outcome is a level of expenditure included in the total of public 
expenditure, approved annually by Ministers, and forecasts of the financing flows 
and the level of borrowing associated with that expenditure. Both of these may 
differ from the proposals originally made by the Post Office. 


6. The criteria against which the programmes are discussed are those applied 
to other nationalised industries. Thus in general all proposed investments should 
be judged capable of yielding a positive net present value when the costs and 
revenues associated with them are discounted at the appropriate rate. There are, 
however, other considerations and it may be necessary to look at the levels of 
expenditure and of borrowing in the context of the availability of resources in 
the economy as a whole. There is also a complication caused by the fact that 
the postal and telecommunications businesses are each run as integrated systems. 
In particular, capital expenditure for telecommunications is devoted predominantly 
to the improvement and expansion of an integrated network. The constituent parts 
are interdependent and revenue derives from the operation of the system as a whole. 
It is not feasible therefore to carry out a full present-value analysis on every 
individual project. Nevertheless, where practicable, discounted cash flow analysis 
at a test discount rate of 10 per cent, is carried out to establish the most economic 
of alternative methods of meeting requirements. For a few self-contained individual 
projects (e.g. entirely new services, or new methods of providing service) separate 
evaluation in terms of potential return is feasible and is carried out in accordance 
with the approved criteria. 


7. The first item in a programme to receive scrutiny is the statement of objectives. 
The Post Office is set basic objectives by its governing statute and by the Govern- 
ment, such as the requirement to satisfy the demand for its services as far as 
■asonably practicable, and to achieve its financial target ; and the Government 
fves general guidance for investment planning purposes on the future level of 
ctivity in the economy as a whole. The Post Office sets itself more specific 
bjectives in terms of quality and level of provision of service,, productivity 
improvement, technological development, etc. The Ministry examines these to 
ensure that they are compatible with Government policy, with one another and 
with the likely development of the economy as a whole. Particular attention is 
given to forecasts of demand for Post Office services, forecasts of labour and other 
costs and forecasts of future levels of Post Office tariffs. The Ministry looks at 
the options that are open to the Post Office. These will vary according to the 
timescale under consideration, and will be governed by factors such as the pace 
of technological development, the availability of resources, the length of lead times, 
the cost of various alternatives, the delivery of equipment from manufacturers, and 
the pattern of tariffs assumed for later years. 


8. On occasion, the examination of options will reveal a major choice facing 
the Post Office. Typically, this will not be a scheme which can be isolated from 
the rest of the programme, but will appear as a policy for future investment which, 
if adopted, would affect a large number of individual decisions across the board 
These cases are taken out of the timetable of the annual review of public expenditure 
and considered separately. It is part of the management function which has been 
given to the Post Office Board by Parliament to frame proposals for major develop- 
ment. The Ministry seeks to ensure however that the Post Office is giving appro- 
priate weights to external factors which need to be taken into account and that it 
is employing suitable criteria and methodology. There may be considerations which 
are important in a national context, but which do not affect the immediate 
advantages and disadvantages of possible courses of action to the Post Office. 
Examples are the effect which a decision may have on the manufacturing plans and 
export potential of the British telecommunications manufacturing industry or on 
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employment prospects. In short, the Minister of Posts and Telecommunications 
tnes to ensure, m consultation with other Departments as necessary, that the 
public interest is taken properly into account in arriving at decisions on Post Office 
investment 


9. It is against this background that the Ministry will be considering the Post 
Office’s proposals now m course of being formulated concerning the type of new 
large local telephone exchanges to be adopted in the future and the extent to which 
and the rate at which, older exchanges should be replaced— which will involve 
decisions of importance for the Post Office, for United Kingdom manufacturers of 
telephone exchange equipment and for the national telephone system The Ministry 
is keeping currently in touch with the development of Post Office planning and is 
being informed of progress in the discussions between the Post Office and the 
manufacturers on possible alternative systems, so that they will be in a position 
with the other Departments concerned, to assess the Post Office’s proposals when 
the Board is in a position to make them. 


PROCEDURES FOLLOWED IN COMING TO DECISIONS 
ON MAJOR CAPITAL INVESTMENTS 

Memorandum by the Post Office 

This memorandum comprises the matters considered and procedures followed by 
the Post Office in coming to decisions on major capital investments. 

2. Capital investment planned by the Post Office for current year is £624 million — 
£588 million on telecommunications services and £36 million on postal services. 


Ministerial Approval 

3. The Post Office prepares annually a five-year investment programme (the 
“ investment review ”) for each of its businesses. The investment review is sent each 
January to the Minister of Posts and Telecommunications (the Minister) and to the 
Treasury. The review contains proposed capital expenditure under main investment 
heads, the business financial prospects, and financing proposals. It also contains 
commentary on the more significant aspects of the programme. It is on the basis 
of these reviews, after discussion with the Post Office, and subject to the outcome of 
the Treasury review of public expenditure, that the Minister approves the general 
investment programme of the Post Office (Post Office Act 1969, section 11(8)). 

4. Because of the long lead time on much of the capital programme, a significant 
proportion of future expenditure has already been committed by the time that the 
investment review is sent to the Minister : — 


Investment Review sent to Minister , January 1972 
Per cent. Expenditure Committed 



1972/73 

1973/74 

1974/75 

1975/76 

1976/77 

Telecommunications 

... 100% 

75% 

50% 

35% 

25% 

Posts 

60% 

15% 

Nil 

Nil 

Nil 
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The Minister’s approval is given to the expenditure to be committed during the 
following year and provisional approval is normally given for a further year. The 
process is essentially one of advancing plans and commitments so that, m general, 
fnvestment to be incurred in the first year of a review has been under considerat.cn 
in increasing depth during the preceding years. 


Financial Considerations 

5. The investment plans of the Post Office take into account its financial 
obligations: — 


5 1 The general financial duty in the Post Office Act 1969 to ensure that its 
revenues are not less than sufficient to meet all charges properly chargeable 
to revenue account (Section 31(1)). 


5.2 The financial targets agreed with the Minister. 

5.3 The Treasury requirement that capital investment should earn a 10 per cent, 
return, at constant prices, calculated on a discounted cash flow basis, unless 
there are social or wider economic reasons why projects need not. 

The first two of the above financial obligations do not directly affect decisions 
regarding individual capital projects although the financial targets determine the 
financing of the investment programme as a whole. With the exception of certain 
necessary investments made, for example, to ensure that an adequate national postal 
service is maintained, the Post Office endeavours to ensure that its capital investment 
earns the 10 per cent. D.C.F. return. 


Capital Projects 

6. Capital projects in both the Telecommunications and Postal Businesses can be 
divided broadly into two categories: — 

6.1 necessary projects imposed by operational needs ; 

6.2 optional projects, those where there is freedom of managerial choice as to 
whether to undertake them or not. 


Necessary Projects — Telecommunications Business 

T. About 80 per cent, of the fixed investment made by the Post Office is to meet 
business growth for its telecommunications services, demand for the telephone 
service being the dominant feature. The telephone service provides for the inter- 
connection of some 10 million customers’ connections through 6,500 telephone 
exchanges and over a million lines between exchanges. The existing system is 
augmented at individual points so as to keep pace with the growth needs and to 
maintain an adequate service. The Telecommunications investment programme is 
thus composed of large numbers of individual projects required to meet the 
comprehensive needs of the network. 

8. Because the Telecommunications business is both an integrated and national 
system and investment is mainly for its progressive expansion, it is not normallv 
meaningful, and usually not practicable, to apportion and compare income with the 
costs of each incremental addition to the system to arrive at a rate of return. 
Post Office policy is accordingly directed towards ensuring that the level and 
structure of tariffs for telecommunications services are adequate to cover all economic 
costs and to meet its financial obligations. 
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9. The telecommunications network is developed with regard to very long term 
needs. Studies are made of the probable future traffic pattern and alternative 
layouts to meet this pattern are devised, taking account of probable technological 
changes. Otherwise the network would develop in a way requiring regular costly 
modifications. 

10. Reference was made in paragraph 4 to the forward commitment in the 
Telecommunications capital investment programme. This arises primarily from the 
long lead time on most telecommunication projects. Time must be allowed for the 
planning, design, manufacture or construction, and installation of facilities. Future 
manpower requirements for both installation and maintenance must be assessed in 
sufficient time to allow for recruitment and training of any additional staff that may 
be needed. Lead times can vary from about eight years after site acquisition for 
very large trunk telephone exchanges to about one year for a cable from an exchange 
to a group of customers. The eight years for a trunk telephone exchange is 
accounted for by at least five years for planning and constructing the building and 
three years for installing the telephone plant. 


Provisioning Periods 

11. The basic objective for the provision of plant is that additional capacity shall 
be available before existing plant is exhausted. Practical considerations necessitate 
a degree of forward provision so that at any point in time plant in some locations 
will be approaching exhaustion ; at others, additional capacity will have been 
provided recently; and elsewhere there will be varying degrees of spare capacity. 
If particular parts of the network exhaust before additional capacity is available, 
e.g. because growth has been higher than forecast or if there has been unforeseen 
delay in the provision of additional plant, waiting lists or call congestion occur. 

12. Continuous attention is given to the determination of the approprate periods 
for which buildings, exchange equipment, underground cables, and other items of 
plant should be planned to last before further augmentation is necessary. The 
periods are based on the overall economy of provisioning for different spans of time, 
determined by D.C.F. techniques for different rates of growth, and taking account of 
the availability of resources and other practical considerations. Examples of 
provisioning periods for telecommunications investment are 10 to 20 years for new 
building accommodation, typically 3 years for equipment in a new exchange, and 
7 years for cables from exchanges to the main distribution points serving customers’ 
premises. Where there is doubt about demand, e.g. over the shorter term because 
tariff changes are themselves uncertain, steps are taken to maintain flexibility with 
the minimum loss of efficiency. 


Forecasts 

13. Forecast of demand for telephone connections and traffic provide the basis 
of the telecommunications investment programme. Because of the long lead time 
for the provision of additional plant the accuracy of the forecasts determines the 
Post Office’s ability to respond efficiently to customer demand. 

14. Forecasts are prepared by local managers on an exchange basis by taking into 
account both industrial, commercial and residential developments, and national fore- 
casts prepared by headquarters staff. Longer term forecasts, in particular, have to 
take into account changing attitudes to telephone ownership and use. 


Capital Investment Programme 

15. The Telecommunications capital investment is built up at area, regional 
and headquarters levels from detailed programmes for each main sector of invest- 
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ment. These sectors include the main network, _ primarily for trunk calls, local 
switching and cable networks and the installation of apparatus at customers’ 
premises. As an example, the procedures followed for the main network invest- 
ment programme are summarised in the following paragraphs. 

h 

16. The main network investment programme is based on the forecasts of growth 
of peak rate and standard rate trunk calls. These forecasts are converted to growth 
rates in the busiest hour of the day, to determine the maximum load that the 
network will have to carry. From these considerations Telecommunications head- 
quarters produces national planning growth rate figures which form the basis of 
the annual review of main network investment. Regions are given guidance about 
this and other relevant matters, such as the forthcoming changes to the master 
plan for routing traffic through the network. Area managers within each region " 
build this information into their area estimates of needs for trunk circuits and 
switching equipment. Checks are applied to ensure that, overall, this local planning 
conforms broadly to the approved national planning growth rate. 

17. Area managers estimate trunk circuits requirements for five years ahead. The 

fifth-year estimates are analysed by computer and work programmes drawn up to 
provide timely relief to routes expected to be exhausted at the fifth year — sixth % 
and seventh year for major cable and microwave schemes, which take longer to 
provide. Telecommunications headquarters scrutinises the works programme, in 
particular, the large costly schemes to ensure that they are soundly conceived in 
all respects. .Schemes which show a significantly higher than average cost per 
circuit are investigated. If, for high cost schemes, the need for the additional 
capacity is found to be uncertain and the risk of possible worsening of service by 
deferring it for a year is considered to be acceptable, the scheme is held back for 
implementation later. On the other hand, investigation may confirm that there is 
a strong case for the additional capacity to be provided, and that the high costs are 
unavoidable, e.g. due to the physical nature of the terrain along the route. * 

18. For trunk exchange plant area managers estimate the exhaustion dates of 
existing equipment and draw up proposals for relief. Detailed planning of new 
exchanges and extensions is done in regional and area offices, using standards of 
design and equipment provision laid down by Telecommunications headquarters. 
Before a scheme is included in the programme the need for and scale of relief 
is scrutinised by Telecommunications headquarters. 

19. The annual five year investment review is prepared from this main network . 
and similar programmes. The review is subject to management scrutiny at business ' 
and Board levels before being passed to the Minister. The Board gives attention 
at this time to the economic base to the investment planned and the arrange- 
ments for financing the investment. In addition the Board itself or through its 
management committee gives regular scrutiny to the procedures for preparing the 
investment review, those for authorising expenditure and those for controlling 
implementation stages. The Board monitors progress against the investment planned 
three times a year. 


Necessary Projects — Postal Business 

20. Necessary capital investment projects in the Post business broadly divide 
between : 

20.1. projects whose implementation is virtually obligatory to maintain national 
postal services. These projects include new buildings, where existing 
Leases have expired and cannot be renewed ; where existing premises arc 
within town redevelopment schemes ; or where new communities are 
created, such as new towns ; 
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20.2 other necessary projects, e.g. where existing facilities are inadequate 
most nostal hmlnmoc wpm . i . ^ 


eg- 


most postal buildings were constructed in the last century, and many 
are unsatisfactory both for operational purposes and for providta* 
reasonable working conditions for the staff. P g 


Although expenditure is necessary for operational reasons, the alternative ways of 
meeting requirements are costed and the lowest cost alternative normally 
implemented. 


Optional Projects 

21- Optional projects are those not necessary to meet the demands for tele- 
communications and postal services but which enable these services to be operated 
at lower cost. Many necessary projects have optional investment associated 
with them. For example, with parcel handling projects various alternatives usually 
need to be considered. The re-building of an existing sorting office may be 
required for one of the obligatory or necessary reasons set out above. Optional 
alternatives of, for example, increasing the area to be served by the new facility 
and for this to be operated either substantially with traditional manual methods 
or with a level of mechanisation appropriate to moderen standards, are costed! 
Increases in capital investment over that necessary for obligatory or necessary 
reasons are only authorised if the additional investment is forecast to earn more 
than 10 per cent. DCF discount rate. 


Authorisation and Control 

22. After the fixed investment programmes have been approved by the Board 
of the Post Office, authorisation of individual projects is devolved to the level at 
which effective control can best be exercised. This depends on such factors as 
the magnitude of the project, the extent to which supplies may be limited, e.g. 
exchange plant, and the closeness of integration with other parts of the systems, 
e.g. mechanised letter sorting. Examples of this devolution are that in the Tele- 
communications Business, directors in charge of regions can generally authorise 
site purchases up to £200,000, building and main network exchange equipment 
projects up to £500,000 and local exchange equipment projects up to £750,000 
Business management authorises site purchases up to £500,000, building and 
exchange equipment projects up to £1 million. Larger projects are authorised by 
the Board through its management committee, after the proposals for these 
projects have been reviewed by the central finance staff. 


23. Most Post Office investment is incurred on a number of standard facilities. 
Whenever possible comparisons are made, before a project is authorised, with the 
costs of similar facilities, e.g. the relationship is examined between the cost of a 
telephone exchange and the traffic it is designed to handle ; if the costs exceed 
the average for the exchange type, explanations are sought. Similarly, for buildings, 
cost limits, i.e. costs per square foot of accommodation are laid down. Design 
ratios are established to assist in the efficient planning of buildings. The architect is 
expected to design within these limits and ratios, and to explain any excess costs. 

24. The business headquarters maintain regular oversight of the use of the 
authorising powers devolved to the regions. Checks of timing, size and type of 
individual projects are made before the projects can be included in the works 
programmes. Checks are also made to confirm that the traffic and capacity 
estimates are sound and that planning standards issued by the business head- 
quarters are being used. 
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25. Implementation stages are controlled overall at headquarters and regional 
levels, and individual projects at the appropriate leveL Project managers are 
appointed to monitor progress on individual projects, although these managers mav 
change as, for example, when a new telephone exchange moves from the buildij 
phase into an equipment installation one. The largest individual projects are mo^ 
tored by the regional directors. Overspend of expenditure compared to investm® 
authorised is reported to the level at which the investment was authorised. ]j 
an overspend takes the total expenditure above the limit which the original 
authoriser is empowerd to sanction, it is reported to the appropriate higher authority. 
Post Office. 


Examination of Witnesses. 


May, 1971 


Sir Frank Wood, K.B.E., C.B., Secretary and Accounting Officer, and Mr. & 
Gottlieb, C.B., Under-Secretary, Ministry of Posts and Telecommunications- 
Mr. A. W. C. Ryland, C.B., Chairman, and Mr. E. Fennessy, C.B.E., Man^ 
ing Director, Telecommunications, Post Office, called in and examined. 


In the absence of the Chairman, Sir Henry d’ Avigdor-Goldsmid 
was called to the Chair. 


Sir Henry d' Avigdor-Goldsmid. 

1. The Committee have taken the view 
that the efficiency of nationalised indus- 
tries and to some extent the cost of their 
products is determined by decisions made 
largely anything from five to ten years 
previously. The Committee thought it 
might be a useful exercise to address 
ourselves to the procedures undertaken 
by the various industries in making long- 
term investment decisions. The Com- 
mittee thought it more satisfactory to 
take evidence from you together because 
in this case the decisions about which 
we are talking are clearly ones you 
share. 

Mr. Ryland, in paragraph 4 of the 
Ministry’s memorandum it is stated that 
it is hoped that, in addition to the usual 
examination of Post Office capital invest- 
ment covering five years ahead, con- 
sideration of policies underlying the 
major Post Office investment programme 
and the consequences of various options 
will, in future, be aided by the annual 
submission of corporate plans looking ten 
years ahead. When will the first sub- 
mission of a corporate ten-year plan be 

made to the Minister? (Mr. Ryland.) 

First may I say we have had long-term 
plans for a very long time looking 
ahead ten years or more on a number 
of activities. For example, the intro- 


duction o-f subscriber trunk diallim 
was a long-term plan. What we are 
talking about here in the context of the 
corporate plan is a process in which these 
are co-ordinated, brought together, inter- 
related and sometimes extended in terms’ 
of the disciplines. We have been work- 
ing on this concept and we are wef 
ahead with our consideration. We shal 
be looking firmly at a plan for 1975 
this autumn _ which should be available 
for the Ministry early in 1973. 

2. So we are now talking of somethin! 
a year ahead? Some months ahead, 

_ 3. There was mention of a ten-yea 

view? It will cover a ten-year period 

from the beginning of next year. Thai 
is when it will be available for con- 
sideration. 

4. Is this a matter the Post Office 
evolves itself or is it done in consultation 

with the Ministry? In general term 

we evolve this ourselves in the first in- 
stance. We bring to bear information w 
get centrally, for example, expectation 
for the economic environment. We tab, 
into account the guiding principles d 
where we would expect to get to ova 
the next ten years having regard to ft 
investment programmes already com- 
mitted, new developments, new tech- 
nologies, new services. We then brinj 


Printed image digitised by the University of Southampton Library Digitisation Unit 



NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


9 


21 June, 1972.] Sir Frank Wood, K.B.E., C.B 

Mr. B. Gottlieb, C.B., Mr. A. W. C. Ryland, C.B. 
Mr. E. Fennessy, C.B.E. 


[Continued. 
, and 


these together into a coherent whole. 
That basically is in the first instance a 
Post Office view of where we should be 
aiming to be in ten years’ time. 

5. So up to then the Ministry have 

not been directly consulted? 1 should 

make this point at this stage. What you 
say is true, but we are talking here about 
the first plan. Once we have a plan 
there will be a different procedure. But 
before the first one goes to the Ministry 
they will not be brought in in any de- 
tail, and certainly not comprehensively, 
until we have produced it in the first 
instance ourselves. 

6. Sir Frank, the 1973 plan then is 

something you are looking forward to 
discussing but you do not know any- 
thing about it yet? (Sir Frank Wood) 

That is right, though we are continually 
engaged with the present system of five- 
year capital investment programmes in 
discussing the plans of the Post Office 
for a reasonable period. To that extent 
the Post Office are generally aware of 
our views, if we have any, on their 
plans for the medium term. However, 
we have not yet had from the Post Office 
the ten-year formal corporate plan. We 
are looking forward to getting this in 
the early part of next year. 

7. So we are not thinking in terms 
now of consultations between the 
Ministry and the Post Office on these 
what one might consider rather 

immediate decisions? (Mr. Ryland) 

No, that is not really the case. One 
must be careful about the difference 
between a corporate plan as a whole 
and individual elements of it. What 
I said was that we have long-term plans 
over a very wide range of our activities. 
Where appropriate these are subject to 
discussion. But we are talking in 'this 
context of a total comprehensive plan 
inter-related on all -the main activities 
and all the main elements of the activi- 
ties. 

8. I do not want to waste Sir Frank’s 
time and if he is not in on these matters 
then I am wasting his time. I assumed 
these five-year looks were something in 
which the Ministry would be very 

interested indeed? (Sir Frank Wood) 

Yes, we are. In the same way as other 


nationalised industry departments, we 
discuss the Post Office’s rolling five-year 
capital investment programme with them 
annually. This is essentially a statement 
of the amount and kind of capital 
expenditure they propose to incur with 
the accompanying financial and other 
implications. We have been discussing 
these programmes with them ever since 
we first existed as a Ministry three years 
ago. To that extent we are very much 
in already on their long-term planning. 

The corporate plan as I see it goes 
beyond that, first, in time in that it 
covers ten and not five years. Secondly, 
it is a much more complete and coherent 
exposition of objectives, plans, implica- 
tions. It discusses perhaps more formally 
in a more considered way than the 
investment programme would, pos- 
sible alternative strategies they might 
adopt as they go on. It will in a sense 
be a better background against which 
we can conduct our present job of deal- 
ing with the rolling five-year capital 
expenditure programmes which we 
already get and discuss with them. 

Mr. Golding. 

9. New services have been mentioned. 
Would the corporate plan include assess- 
ments of future data transmission? 
Would it include an assessment of the 
prospects for equipment manufacturing? 
Would it be of the nature of the national 
telecommunications plan? Will it be 
confined solely to work that is at present 

done within the Post Office? (Mr. 

Ryland) It certainly will not be con- 
fined solely to work done at present 
in the Post Office. It will give an out- 
line of the general guidelines along which 
we would work some of which will be 
new and some of which will obviously 
be an extrapolation of what we are 
already doing. Sir Frank’s point of 
course is that the five-year investment 
review forms the first five years of the 
ten-year corporate plan and thus merges 
into it. A continuing activity therefore 
results from that. Certain new activities, 
for example, the possibility of a data 
switching network, would also be brought 
in. In some cases these are commit- 
ments, in others plans which then have 
to be worked up and are not at that 
stage approved or authorised but are the 
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objectives to which, we would work with 
full analysis and financial appraisals 
being carried out separately for decision 
at the relevant time. 

10. Would this corporate plan include 

manpower planning? Yes. 

11. Figures will be given of man- 

power needs along with investment 
figures? Yes, but of course the fur- 

ther one gets away from the immediate 
investment review period the more 
general and more provisional they be- 
come. Certainly, however, manpower 
figures and manpower resource plan- 
ning are the kinds of related factors one 
must inevitably bring in in order to have 
a satisfactory coherent plan because one 
has to look at all the resources needed 
to carry it out. 

Mr. Stoddart. 

12. Ten years is a fairly long time, is 
it not? I am not particularly against 
very long-term planning but develop- 
ments may take place which you do not 
foresee at the moment developments 
which we may not even have thought of, 
which might require a reassessment of 
capital which is in short supply. Pre- 
sumably this ten-year plan is re-evaluated 

every so often? It is a rolling plan. 

Every year we look forward. The long- 
term ten-year look will be general and 
broad ; in fact, it will be guidelines. 
One would not expect these to be 
changed very frequently because they 
would still be the broad objectives to 
which we would be working. There 
will be a number of changes in the short 
term in the way by which one gets at 
the timing, the alternatives evaluations of 
options and so on. That will sometimes 
involve an amendment of the long-terai 
plan and sometimes a change in the in- 
vestment plan, but both of these _ are 
looked at on a rolling annual basis. 

Mr. Dormand. 

13. I am not sure at what stage the 
Ministry are brought into this. Are 

you doing this every year? (Sir 

Frank Wood.) It has not started yet. 

14. The first ten-year plan will be set 

about in the autumn of this year? 

Yes. 


15. From then on it will be constantly 

in front of you, will it not? Yes. 

16. Therefore, Mr. Ryland, do you 

consult the Ministry at all times in any- 
one year? (Mr. Ryland.) May I take 

this in two parts? The investment pro- 
gramme is something we put forward 
like any other nationalised industry at 
a given point in time with the aim of 
getting appropriate approvals for the 
total programme some time during the 
course of the summer. That is the 
forward five-year programme. 

17. The corporate plan is the ten- 

year plan? Yes, of which the invest- 

ment review is the first five years. 

18. “Corporate” is equivalent to say- 
ing the ten-year plan? For this pur- 

pose, yes. The extent and degree to 
which we shall have discussions about 
that plan will probably evolve as and 
when we see exactly what the plan pro- 
duces and the nature of the issues that 
arise when it is produced. I do not 
think I could say myself, or would be 
able to say, the degree of discussion • 
which will be relevant and appropriate 
at that time. We must have the plan 
before we can decide that. 

19. That means the plan will be pro- 
duced in the first place by you without 

consultation? Without consultation 

In terms of the total plan. — This is a '' 
Post Office plan. It is a plan which we 
think the Board is charged to produce 
for the proper management of the indus- 
try. There will certainly be elements 
in it based on views that we would 
expect to get from government — for ex- 
ample, the long-term prospects for the 
economy and that kind of thing — which 
are important and relevant for the en- 
vironment in which we are working 
That is what we will produce. It will 
provide a means, by generally looking 
at plans and programmes to see that 
we have taken proper account o! 
the national interest, questions of re- . 
sources and so on. That I think would 
have to be looked at each year. The 
degree i-n which we take these looks 
will vary because the degree of change 
will vary. It could well be that for two 
or three years one may not make any 
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substantial change in the corporate plan 
because circumstances will not have 
changed sufficiently to justify that. 

Mr. Dormand .] With respect, I was 
not dealing with that point but rather 
the question of co-ordination and con- 
sultation with the Ministry. However, 

I think you have answered that. 

Mr. Golding. 

20. To follow on from the answer to 
my question I assume that other govern- 
ment departments will be interested in 
the corporate plan if it includes data 
transmission and the manufacturing in- 
dustry just as the Department of Trade 
and Industry would be interested. How 
will other government departments be 

involved? (Sir Frank Wood.) We 

shall consult them as appropriate. All 
kinds of government departments can be 
involved. As you say, it would be the 
Department of Trade and Industry on 
data transmission and the general in- 
dustrial background ; other departments 
might be connected as customers of the 
Post Office. If the plan has any major 
implications for any of those depart- 
ments we would see they were 
appropriately consulted when we 
were consulted by the Post Office. 
(Mr. Ryland.) As an organisation 
responsible for management of the Post 
Office services, we shall of course our- 
selves have done a great deal of consul- 
tation for example with industry and 
customer representational organisations. 
A great deal of that will be built into 
the plan to represent what we think, in 
a management sense, is our responsibility 
for the commercial and proper develop- 
ment of the Post Office so that we will 
be taking proper action to meet the 
customer’s needs ; one cannot prepare a 
ten-year plan without knowing customer 
demands. 

21. In a way the nub of the Com- 
mittee’s inquiry is that the Post Office 
in answer to questions will properly say 
that the proper management of the Post 
Office is their business and these are the 
considerations they have to have fore- 
most in their minds. The right decision 
for the Post Office might not always be 
the right decision for the country? 


(Sir Frank Wood.) That is precisely 
where we come into the act, of course. 
We regard it as our primary duty to 
make sure the Post Office pays due re- 
gard to the national interest in so far 
as it differs from the interests of the 
Post Office itself. (Mr. Ryland.) The 
Post Office should first decide what is 
proper for the Post Office. That must 
be the first requirement. 

Sir Henry d'Avigdor-Goldsmid. 

22. I suppose you build up a plan 
from forecasts for demand and assess- 
ments of technical and other advances. 
Are there other factors you wish to take 

into account? (Mr. Fennessy ). Yes, 

we take a wide range of factors into 
account. Clearly the demand of the 
business and residential sector for tele- 
phones is a preeminent one and the 
demand of business for data services and 
all other services we are to provide. We 
also have to take into account the potem 
tial of technology over this period of 
ten years to recognise what it will be 
possible to do with technology. We 
also have to look at the economic back- 
ground against which we are planning, 
■die financial implications of the plans, 
the interrelationship of them and so on, 
so that all these factors and the point 
Mr. Golding made regarding the man- 
power requirements and the skills them- 
selves that we shall be wanting ten years 
hence are taken into account. 

23. Mr. Ryland attended when the 
Committee made their inquiry into the 
Post Office some six years ago, the 
evidence of which I 'have before me. I 
was a member of the Committee at that 
time. I would refer you to one item, the 
manufacture and installation of electronic 
exchanges, page 467 of the Report of 
the Committee, arising from a memoran- 
dum by the Post Office of June, 1966. 
This is therefore six years old. Mr. 
Ryland, would you feel you have lived 
up to your statement there tbat_ “ . . . 
good progress is being made with the 
development of large electronic exchanges 
and electronic equipment for the exten- 
sion of electro-mechanical type ex- 
changes”? (Mr. Ryland.) I am not 

sure I would wish to say that everything 
has gone precisely as we would have 
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hoped at that time. But I think it is 
right to say that good progress has 
nevertheless been made. 


Taking first the small electronic ex- 
change, known as TXE2, we have now a 
very large number of these already in 
service. Something like a quarter of a 
million lines are connected to them and 
that number will be doubled in the next 
two years. This is an area where we are 
clearly ahead in the world. I do not 
know of any other administration with 
an electronic exchange in this area on 
that scale of production. On that aspect 
we have made good progress and we 
axe well established. The exchanges are 
working well and producing the results 
we expect in terms, both of improved 
service and of reduced operating costs. 


24. Presumably this was a plan the 
Post Office produced and which, through 
lack of national resources or something 
else, might have been cut short on the 
Treasury allotment in that period so that 
as a result it was not possible to develop 

this as fully as had been hoped? 

No, I do not think that is quite right. 
As fax as I can recall the expectations at 
that time, the small electronic exchange 
has without doubt proceeded as well and 
satisfactorily as we could have expected. 
The large exchange, related to it but 
quite different, did not come forward 
as quickly as we would then have ex- 
pected, in part because there was a need 
for certain technical reappraisals in the 
design. This is our large electronic ex- 
change which we will be considering at 
the end of this year as a possible basis, 
with alternatives, for the long-term de- 
velopment of our large exchange switch- 
ing system during the next decade or so. 


25. In building up your forecasts, do 
you use the sort of pro forma that Cooper 
Brothers have drawn up, for instance, for 
the British Steel Corporation? This is 
a complicated pro forma weighted with 
a vast amount of detail. Is this a form 
of approach that is of any interest to 

you? 1 am not fully aware of the 

document. Are we talking here about 
forecasts of investment requirements in 
money terms? 


26. The Select Committee is addressing 
itself to investment procedures. I am now 
trying to elicit what aids the Post Office 
use in the procedure it goes through 

for investment? In the first place, w; 

respond to the requirements of the 
Treasury in the form in which we pm 
forward our investment proposals. % 
then have an extremely sophisticate: 
arrangement for determining first wha; 
the levels of business demands are like!', 
to be and to what we have to respond 
therefore. Next we have detailed pro. 
cedures at the local managerial IeveL 
and the middle directing level and at 
headquarters for assessing the total re- 
quirements in terms of demand, effici. 
ency, productivity of manpower and cost 
reduction to meet the requirements. These 
are examined at local area level, at 
regional level, and are brought together 
at headquarters. In that way we have 
considerably tested and tried procedures 
for working out our investment require- 
ments. 


27. This is all a Post Office business! 

Not until you have gone firm on these 
do you go to the Ministry? In in- 

vestment we have been following the 
procedures which interlock with gov- 
ernment requirements not just since we 
have been a Corporation but before that 
also when we were part of government 
There is I think complete coherence oi 
what we put forward and what is re- 
quired to be put forward as substantia- ‘ 
tion of five year investment programmes 
going into government each year. 
(Sir Frank Wood.) It is not a question 
of our being presented with a set oi 
figures which the Post Office have 
worked out without telling us anything 
about them. This is a rolling programme 
so that each year we look at the appro 
priate data going into the development 
of the capital investment programme ii 
some detail for the first year but also ii 
relation to things like demand forecast- 
ing and that kind of thing for the neces- 
sary five years ahead. 

28. Sir Frank, you will remember that 
less than half an hour ago I asked yos 
what you know about the 1973 pro 
gramme (which, after all, is on us) a® 
you exclaimed you had not seen it yd! 
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- — I said that although we have not 
seen the corporate plan proceeding ten 
years from 1973, we have seen three 
times a five-year plan extending respec- 
tively from 1970, 1971 and 1972. We are 
far from ignorant therefore about the 
kind of procedures the Post Office go 
through, the kind of considerations they 
take into account and the results of all 
these in terms of projected capital ex- 
penditure for the next five years. As 
one cannot deal with the development of 
a telephone system in five-year terms 
one also has some knowledge of what 
they are proposing beyond the five years 
ahead. 


Mr. Russell Kerr in the Chair. 

Chairman.] Gentlemen, I apologise for 
being late due to unavoidable circum- 
stances. 

Mr. Golding. 

29. Referring to the Post Office’s 
memorandum on procedures followed in 
coming to decisions on major capital 
investments, on page two under “ Finan- 
cial Considerations ” you say the invest- 
ment plans take account of three 
categories, first, general financial duty 
to break even, secondly, financial targets 
agreed with the Minister and thirdly the 
Treasury requirement that capital invest- 
ment should earn a 10 per cent, return, 
at constant prices, calculated on a dis- 
counted cash flow basis unless there are 
social and wider economic reasons why 
projects need not. In a way, this is the 
nub of what is a gigantic assumption 
on which very accurate tools can be 
built. How is the 10 per cent, return 
worked out? How has it been arrived 
at? What is the logic behind the deci- 
sion that there should be a 10 per cent. 

return for telecommunciatdons? Do 

you mean the financial target or the 10 
per cent, discounted cash flow? 

30. No, ffie Treasury requirement of 
paragraph 5.3. As far as I understand 
it, agreeing the financial targets with the 
Minister is a bit of horse bargaining. 
Taking 5.3 how has the Treasury re- 
quirement that capital investment should 
earn a 10 per cent, return been worked 
out? Secondly, its having been worked 


out, will your corporate plans be based 
on the retention of that 10 per cent re- 
turn or will account be taken of any pos- 
sible alterations in that figure? Thirdly, 
you say this is so “ unless there are social 
or wider economic reasons why projects 
need not What type of social and 
economic reasons would lead the Post 
Office to disregard the 10 per cent, re- 
quirement or would lead the Treasury 
to give you exemption? Related to this 
you say “at constant prices*’. The 10 
per cent, return I would have thought 
was very much dependent on the level 
and structure of tariffs and particularly 
the latter. Will the corporate plans and 
the investment decisions be based on the 
assumption that the level and structure 

of tariffs will remain the same? (Mr. 

Gottlieb.) The 10 per cent. D.C.F. is 
•the rate of return applying not only to 
telecommunications but to all investment 
in the nationalised industries. It is the 
way by which the Treasury, when looking 
at an investment, tests whether value for 
money is being achieved or not. This 
was fixed under the last government 
though . I have not the exact reference. 
It was intended to be fixed by reference 
to what money would earn if invested in 
other industries mainly in the private 
sector. A wide analysis took place to 
see what rate of return was being 
sought and 10 per cent, was thought 
to be about right. Constant prices came 
into this. This simply meant that con- 
sideration took place on the basis of 
discounting inflation in an endeavour 
to find the real rate of return on invest- 
ment which big industries were looking 
for when they were investing money. 
This therefore became a yardstick apply- 
ing to all nationalised industries. 

31. If it was fixed on that basis, will 
it change with variations in the rate of 

return in the outside world? -Yes, it 

could change from time to time. On 
the other hand, it is the basis people 
use elsewhere for long-term planning and 
therefore the Post Office would be right 
to use it for their long-term planning 
simply because there is nothing else. It 
is a thing which looks to the future. 
One could obviously review it from 
time to time and the figure could turn 
out to be a different one. 
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32. Apart from nationalised industries, 

which people outside use it? Nobody 

uses this figure which is a calculation 
made by the Treasury from looking at 
all the information available to them 
as to what outside industry was doing 
as at that time, namely, 1968. 

Sir Henry d' Avigdor-Goldsmid. 

33. The Post Office memorandum on 
page 1 says, “ Because of the long lead 
time on much of the capital programme, 
a significant proportion of future ex- 
penditure has already been committed 
by the time that the investment review 
is sent to the Minister ”. Would you 

go along with that? Yes, that is 

correct. 

34. Now the Minister, seeing this, 

must be prepared to say, “ I am sure the 
Treasury will agree to so much but it is 
very difficult to think that they will 
agree to twice as much ”. Is there not 
a notional figure committed in advance 
by the Treasury in respect of these 
continous developments? What hap- 

pens with all the nationalised industries 
is that the Government, after considera- 
tion by the Treasury, approves the invest- 
ment for the next year and gives firm 
approval. For the year after that it 
gives provisional approval subject to re- 
view on the rolling programme. For 
later years it normally has an estimate. 
In the case of telecommunications, be- 
cause of the very long lead time, it has 
been agreed that the Post Office can have 
firm approval for a percentage of their 
programme for later years. In this way 
they slightly differ. 

Chairman. 

35. Up to how many years ahead? 

1 have not the actual figure. I had 

better submit the actual figures for each 
year in a note.* 

Sir Henry d’ Avigdor-Goldsmid. 

36. You said “ a percentage of the 

programme”. Surely that is likely to 
be the least helpful and they want to 
lenow roughly in round figures rather 
than knowing only that they will get 
60 per cent, of what they ask for? 

* Appendix 3. 


That is not the problem. What they get 
is approval for the money they need to 
spend during the next year. They get 
approval for a very large part of the 
expenditure which they will need to 
expend in succeeding years because they 
must commit themselves in advance. 
When the next year comes, they will 
have other new projects in their mind. 
The estimates for later years will enable 
the Post Office and the Government to 
know the direction in which they are 
going. Obviously it would be better from 
their point of view if they could have a 
five, ten, twenty year assurance absolutely 
of what was going to be, but the real 
world is not like that. Their own data 
are changing. They are making revised 
estimates of demand and needs and 
at the same time the requirements of 
Government may be different. The 
whole system of control of capital 
expenditure by the Government as- 
sumes that it is possible for the 
Government to operate on programmes 
at the margin. This is built into the 
procedure for dealing with the invest- 
ment programmes of all the nationalised 
industries. 

37. Would you be surprised to know 

that in the case of the British Steel Cor- 
poration the Chairman was prepared to 
talk in very real figures indeed and talk 
about them for a period of up to at 
least ten years? When I challenged him 
on five years, he said, “ Five years would 
only give me time to close down In 
other words, he has to look forward 
ten years and he is satisfied that he is 
getting government approval for the thing 
he is making starts on now. He thinks 
he will have government approval to 
carry them through to a finish even 
though that is nearer ten years than five. 
Would that not be a benefit to Mr, 
Ryland also? He is in the same posi- 

tion. 

38. Is he? A telephone exchange 

for example may last 20 or 30 years and 
expenditure is appraised on this basis. 
That is why it is recognised that when 
Government comes to operate an a pro- 
gramme in year three and year four it 
will be able to operate at 'the margin, 
but the thing which is committed is 
already committed. 
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Chairman. 

39. How wide is this margin? What 

percentage of the total proposed alloca- 
tion is flexible? The figures given in 

paragraph 4 of the Post Office’s memo- 
randum on procedures show in table 
form how much is committed from year 
to year. You will see that even in 
1976-77 25 per cent, of the programme 
is already committed. The further one 
goes forward the more room there is for 
revision. 

Mr. Golding. 

40. When forward planning is looked 
at, what account is taken of manpower 
availability in the Post Office? If capi- 
tal expenditure is reduced, the Post Office 
could be faced with a considerable labour 
problem. The staff they have recruited 
and trained would then no longer be 

required? (Sir Frank Wood.) This is 

not a real consideration in that we have 
never cut the Post Office’s programme 
so far and we hope not to have to do so 
in the future. (Mr. Gottlieb.) If one 
looks at the possibility of acceleration — 
and as Mr. Golding will know we have 
recently done some acceleration — one 
looks to see what the effect of this would 
be on the labour force. Whether it 
might mean a sudden increase after 
slowing down would be examined. (Mr. 
Ryland.) If there were such a situation 
likely to produce redundancy, it would 
be part of our duty to see that was 
fully known and taken into account. 

Mr. Dormand. 

41. Do the law, rules and regulations 
governing the Post Office permit you to 
include in the corporate plan the recom- 
mendation that you manufacture your 

own equipment? The Post Office Act 

1969 says that the Post Office can manu- 
facture equipment subject to the agree- 
ment of the Minister. If we were to 
reach a situation where we thought this 
would be something we would want to 
do and we had a case for doing it in, 
shall we say, the second half of the cor- 
porate plan, it would be right and proper 
for us to include that. It would then 
be a matter for discussion. 

Mr. Golding. 

42. Might I have an answer to my 
earlier question regarding the social or 


wider economic reasons why projects 
need not make a 10 per cent, return 
on capital? Also, I am not at all sure 
the tariff structure is right. Will a dif- 
ferent tariff structure be postulated in 

the corporate plan? Taking first the 

question as to whether our plan is 
based on the continuation of the 10 per 
cent, target, the answer is yes. I em- 
phasise again a point both Sir Frank 
Wood and I have made earlier. The 
investment review is the basic element, 
the first five years. That and the cor- 
porate plan are, if you like, contiguous. 
We build up our investment review on 
the assumption of the target considered 
with the Ministry. The answer to that 
question is therefore yes. As to the 
question of wider or social implications, 
may I explain that there are two elements 
of telecommunications and, indeed, total 
investment? As to what we have to 
do in order to fulfill our legal obliga- 
tions of meeting the industrial, social and 
commercial interests of the country, we 
must provide telephones. In those cir- 
cumstances when one is adding incre- 
ments to a very large integrated network 
it is not possible to work out a specific 
return on that elemental increase or in- 
crement to the network. What we are 
concerned with here, therefore, is whether 
the network as a whole is producing 
adequate return during the course of the 
investment programme. The second ele- 
ment is where there is a managerial 
choice as to whether one mechanises a 
particular postal unit or whether one 
continues to operate it manually. It is 
there one applies the 10 per cent, dis- 
count Tate, namely, in the case of 
optional projects. In general this applies 
to the telecommunications side too. 


Mr. Stoddart. 

43. Mr. Golding said he W'as not at 

all sure whether the tariffs were the 
right ones. How does the Post Office 
see the relationship between its various 
services? This is bound up with tariffs. 
From reading the Report of the Post 
Office, it seems the only side that makes 
a reasonable profit is the telecommunica- 
tions side? Yes. 

44. Yet to the general public it seems 
that it is on this side that charges are 
escalating to the greatest degree. Can' 
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you explain why it is that this should 
be so? The telephone service, while 
making a reasonable return, in spite of 
the large capital investment appears to 
have escalating prices yet the post and 
giro services which are losing money do 
not appear to be increasing their costs? 

May I first go back to one point I 

did not answer in reply to Mr. Goldings 
question which I think leads in to 
answering Mr. Stoddart’s question? When 
we are doing our long-term plans of 
course we look at the financing of the 
investment and the financing of our 
current expenditure. This inevitably 
causes us to look at prices and tariff 
levels. That is part and parcel of the 
total corporate planning approach. When 
it comes to the finances of the particular 
services, we are managing the two ser- 
vices as separately as we can. We cer- 
tainly have their finances, their returns, 
their profit and loss, entirely separate one 
from the other. We do not aim to 
subsidise one at the expense of the 
other. This is I believe an approach 
fully accepted by Government. It would 
be wrong to do this because every penny 
of the profit made on telecommunications 
is ploughed back for future development. 
If one then tried to subsidise one against 
the other, one would either hold back 
telecommunications development which 
would be wrong or we would then be 
borrowing money for a different account 
to no real purpose. 

Chairman. 

45. Would you seriously suggest to 
the Committee, for example, that your 
early morning alarm calls, allowing that 
It is a very busy service, cannot be pro- 
vided at less than lOp a time? The 

basic reason is that one gets a lot of the 
early morning alarm calls. One there- 
fore has to keep people on through the 
night in order to have sufficient avail- 
able to carry out the .service. There 
is not the work for them during the night 
and therefore the costing of that service 
carries a considerable amount of staff 
costs that at first sight would not appear 
to an outsider to be relevant. It is not 
just a question of providing the service 
but of having the people there to be able 
to provide at 'the time it is required. 

Chairman .] It still surprises me. 


Mr. Golding. 

46. What has been the increase in 
telephone charges over the past ten years 

compared with increases generally? 

As to telecommunications, it will be seen 
from the table at the back of our Report 
and Accounts that our price increases 
have been very much lower than the 
increase in retail prices generally. The 
telecommunication service has a very 
long and good record of productivity 
which this Committee in 1966 com- 
mended and which was commended by 
the Prices and Incomes Board. Relatively 
the record of telecommunications price 
increases compared with the general 
level of prices is a very good one, if I 
may say so. 

Mr. Stoddart.] I am glad to have that 
answer. The record will show, I believe, 
that what I said was that the public 
have the impression that telephone 
charges have risen very steeply. 

Chairman. 

47. On the subject of telephones and 
telecommunications, you would agree 
that over a number of years there has 
been a lot of trouble — at least, the pub- 
lic fondly believes it to be so — in terms 
of the supply situation of telephonic 
equipment. Has this produced in your 
thanking and that of other senior officials 
in the Post Office set up any strong feel- 
ings that you might go into manufactur- 
ing at least some of the more significant 

items yourselves? Certainly not at 

this moment, no. 

48. Has there ever been any signifi- 
cant feeling on the subject? Not 

really. Obviously one thinks of this 
from time to time, but we have no such 
specific objective. This is not part of 
our current thinking within the terms of 
the corporate plan. In the first place, 
although there has been criticism, I 
think it is right to record also that the 
industry has responded to what has been 
a tremendous demand. Secondly, even 
if we wanted to do this, there would be 
difficulty in acquiring the additional 
financial resources for the purpose. 

49. That is unlikely to come from this 

Government? It would be necessary 
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to extend our managerial structure. 
There are a number of reasons why, 
whether or not it would prove right in 
the future, we do not think it is an 
immediate issue for us. 

Sir Henry d' Avigdor-Goldsmid. 

50. On the subject of giro, I have a 

background on this because I was both 
on the Committee and also on the Bill 
and I then took the liberty to question 
some of the assumptions made. Did 
your plans for giro go through the same 
sort of process as you have been dis- 
cussing with the Committee today, or 
did they come off the back of some- 
body’s hand? (Sir Frank Wood.) Do 

you mean the initial plan? 

51. Yes? (Mr. Ryland.) The initial 

plan went through the same sort of pro- 
cess, but not with the same kind of 
satisfactory results. 

52. The results we know? The 

basic reason was the fact that an inde- 
pendent market survey was done at that 
time which significantly increased what 
was the mature estimate of the Post 
Office of what was likely to be the rate 
of growth. In putting in a new service 
directly on to the computer, it was felt 
one should not ignore the very clear and, 
in terms of sample, welFbased evidence 
of the survey. In fact the survey proved 
to be wrong. However, we are now get- 
ting things right on this. 

53. I would like to translate this in 
terms of demand for telephone equip- 
ment which presumably is something 
which is of considerable concern to you. 
Are you still having public relations 
surveys or have you now got some 

formula as to the test of time? There 

are still sways of public opinion. (Mr. 
Fennessy.) We have a wide range of 
public surveys going on basically to 
determine two things : first, what services 
does the public want in the short and 
longer term ; secondly, what is the 
public’s opinion of the quality of service 
we are offering today. We have our own 
assessments going on, but they of course 
are internal. It is very important to 
know what the public think of the 
service we are providing, so we conduct 
very extensive opinion surveys for both 
purposes. 
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54. I remember Mr. Mikardo, the 
Member of Parliament representing 
Poplar, who was Chairman of the Select 
Committee saying that if his constituents 
thought it was as important to have a 
telephone as it was to have a car, the 
whole exchange system of south-east 
London would break down, suggesting it 
was a prestige possession. Is this an 
idea that crosses your mind? I suppose 
you consider that a telephone has a 

prestige possession element? We have 

at the moment a very substantial un- 
stimulated demand for the telephone. 
We do not have to create demand for the 
basic telephone service: it is there. 
Indeed, we are stretched to the limit to 
meet it. However, for other optional 
services where we have no supply prob- 
lems of significance, then we stimulate 
demand. An example is the second tele- 
phone in the home which, as you say, 
is in the prestige class for many people. 
We can get supply and we can instal 
them profitably. In those cases we 
advertise and we stimulate. 

Mr. Stoddart. 

55. I believe I heard Mr. Ryland 

correctly when he said there are no plans 
for going into manufacturing at all. 
Presumably, therefore, the Post Office is 
satisfied with the suppliers. I must say 
that I did not get that impression from 
reading the Report. On page 7 in the 
paragraph on exchange equipment you 
note that about 45 per cent, of all 
contracts were in delay. It seems to me 
something is wrong here. In the circum- 
stances the Post Office I would have 
thought would want at least to examine 
the possibility of going into manufactur- 
ing themselves? (Mr. Ryland.) The 

basic point I was making was that the 
possibility of doing this in any case in 
terms which are likely to be of value to 
the immediate situation is very remote. 
Without prejudice either way as to 
whether one would want to do _ it or 
not in future, this is not a solution in 
the short term to the problems with 
which we are presently faced. It does 
not help us in the short term to deal 
with the points to which attention has 
been drawn. 

Chairman. 

56. But suppose you had formed the 
impression over a number of years that 
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the whole of this supply side of your 
activities needed a bit of a tone-up, that 
things had got sloppy and lethargic with 
a guaranteed market and so on and you 
decided to buy out one of the four main 
companies purely as a pace-setter, would 
you not see some merit in that? In view 
of what Mr. Stoddart has quoted from 
your Report, would you not agree that 
you should at least consider his idea as 

it might have some merit? This is 

one possibility and one way in which 
one might enter into that particular 
sphere. I am not sure whether it would 
be wholly satisfactory but certainly I 
would accept it has some advantages and 
merit. However, I am still saying that 
at this point in time, given the state of 
the market and the changes in tech- 
nology, we would not think it in our 
best interest to produce answers to our 
short-term problems by taking this par- 
ticular step. 

57. I was thinking not so much of an 
nswer to your short-term problems as 
if trying to improve your supply position 

s a result of being a pace-setter? 

This is obviously a possibility to which 
we have given thought, but we are not 
taking any positive steps at this point. 


Mr. Dormand. 

58. Mr. Ryland, in the circumstances 
would it not be possible to set up an 
ad hoc independent sub-committee of 
the Post Office outside the ambit of the 
corporate plan to consider this question 
in the long term because you have 
emphasised the short-term aspect? I 
gather there is not too much en- 
thusiasm for the idea and one would 
like to know why not in view of the 

continuing shortage of materials? 1 

have tried as best I can to analyse the 
immediate requirements, by which I 
mean not the next year or two and the 
changes in technology that are being de- 
veloped and the possibilities of being able 
to make a major reorganisational change 
of this sort— which could have the effect 
of checking production rather than 
improving it because after a large change 
like this one has to go through a period 
of transition. As to our own manage- 
ment task at the moment we have no- 
body skilled in production so we could 
not take over someone and hope that 


immediately everything would become 
better straight away as a result of 0Ur 
having taken over. Given the prob. 
lems we have, the stretching 0 { 
our managerial resources, and the 
need we have for all the money that 
we can get for developing telecommimi' 
cations, whatever we may say about it 
in the future, we do not think this is 
the time to consider manufacture. 

Chairman .] Nonetheless you would 
agree that talent can be hired at the 
going rate even if it does not exist in 
your present structure. 

Mr. Dormand.] My point was that 
the position is not even being examined. 


Mr. Golding. 

59. It would be true to say I think 
that most previous Post Office plans 
both when it was a government depart- 
ment and now it is a Corporation have 
failed because they have underestimated 
future demand, particularly for tele- 
phones. What is the basic assumption 
about the calling rate in the corporate 
plan? Would you expect a dramatic 
increase over the next five or ten years 
or are you assuming it will pretty well 
remain the same, increasing at the same 

rate as at present? (Mr. Fennessy) 

Our ability and performance on esti- 
mating growth of traffic has been more 
accurate than in respect of the growth 
of the system itself. We would defend 
that. As to the calling rate, we have 
extremely accurate methods of forecast- 
ing traffic growth. Currently traffic 
growth average is 12-13 per cent, per 
annum. We envisage a growth of that 
order continuing with a slowing up in 
the second half of the decade. That is 
of course a considerable rate of growth. 
In international traffic we are looking 
to a growth of the order of 20 per cent 
per annum. Both in respect of our five- 
year investment programme then and 
the ten-year plan I would say we have 
taken into' account very substantial 
calling rate growths. 


Mr. Golding. 

60. Including residential subscribers? 
Yes. 
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Chairman. 

61. To round off this part of the dis- 
cussion, Mr. Ryland, could you let the 
Committee have a copy of the form of 
the ten-year corporate plan in terms of 
headings and so on? We do not want 
the confidential information, but rather 

to see how you set it out? (Mr. 

Ryland .) I understand you would like 
the headings we have in mind for the 
1973 plan. It would be accepted, of 
course, that this will be subject to 
alteration? * 

Chairman .] We would not necessarily 
want any figures slotted in but the main 
thing is to see the way you submit it. 

Sir Henry d’A vigdor-Goldsmid. 

62. The Committee would not wish to 
take responsibility for asking the Post 
Office to publish a confidential docu- 
ment. We want the pro forma only? 
The broad structure? 

Chairman. 

63. Yes. Sir Frank, when the sub- 
missions are made by the Post Office, 
what staff will the Ministry allocate 
to the consideration of the sub- 
missions and what expertise do you 
command or are your prepared to 
hire in order to enable you vet the 

submissions in a meaningful way? 

(Sir Frank Wood.) We have the usual 
hierarchy of Civil Service administrative 
staff. We have an economic adviser. 
These are the main people through 
whom the five-year programme now and 
the corporate plan in future will be 
examined. We also have discussions 
with the Treasury. They too have a 
certain amount of expertise in these 
matters which they bring to bear. 

64. So in effect the vetting is a joint 

operation between the Ministry and the 
Treasury? Yes, except that we con- 

duct a more detailed review with the 
Post Office than the Treasury does. 

65. What intensity of scrutiny would 

you say the Ministry give to the sub- 
missions that come through? 1 would 

say sufficient in our view. 

66. Let me give an analogy. Accounts 
can be submitted and audited. You 
sample-check one or two of the items. 


* Appendix 2. 
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put a tick against the rest and away you 
go. On the other hand, if you sniff a 
rat— and I am not suggesting Mr. Ryland 
and his staff would ever be guilty in this 
respect — there is a way of doing things 
that is really the toothcomb method 
where you go into great detail. Would 
your scrutiny be nearer the latter or the 

former? 1 think both. We do not 

sniff many rats, but if we did we should 
certainly go into great detail. The dis- 
cussions we have with the Post Office, 
apart from the more technical type dis- 
cussions directed for example to their 
methods of forecasting, on the five-year 
investment programmes probably extend 
over two or three days on each of the 
plans — the telecommunications plan, 
postal plan the data processing and giro 
— and .the discussions we have with the 
Treasury would extend over an after- 
noon. 

67. Between the two of you — the 
Treasury and the Ministry — would you 
say it is most unusual, fairly frequent 
or quite common to make a significant 

change in Mr. Ryland’s figures? 

Apart from discussions about slippage 
and realism, that is to say, whether the 
Post Office will succeed in obtaining 
deliveries up to the amount for which 
they have budgeted, we have not so far 
made any changes in the Post Office 
five-year investment plans. The only 
change we have made, I suppose one 
would say, was in the direction of in- 
creasing them. As you may remember, a 
few months ago the Minister announced 
the addition of £100 million to the Post 
Office’s telecommunications and postal 
investment programme in the interests of 
stimulating employment. This was a joint 
operation which we conducted with the 
Post Office. 

68. When that sort of overall economic 
objective intrudes into the discussion, I 
take it that de facto -this would come 
through the Treasury directly rather than 

through the Ministry? You mean the 

business of increasing the amount? 

69. When for understandable political 
reasons it is decided to extend the activi- 
ties, or bring forward some of the pro- 
grammes, of the Post Office, presumably 
such a directive or suggestion would 
come from the Treasury rather than from 

your Ministry? Not necessarily from 

the Treasury, but it would come to us 
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from some central point. We should then, 
as with other nationalised industries, dis- 
cuss the general strategy with the Post 
Office, ask them to consider its applica- 
tion to them and then discuss with them 
what they have felt able to do. 

70. Turning now to the next main 
question, how will procedures for proces- 
sing the corporate plan be related to 
those governing the usual annual public 
expenditure survey appraisal? — —I sup- 
pose the procedures for handling the 
corporate plan will be very similar to 
those we adopt for handling the five-year 
investment programme. We should dis- 
cuss the general strategy embodied in 
the corporate plan and the various 
options which appeared from it. We 
should get from it the pricing of the 
strategy, demand and supply considera- 
tions and this kind of thing. That would 
form the background against which we 
should then discuss the five-year invest- 
ment programme. From the corporate 
plan we should no doubt get a better 
and more considered background to dis- 
cuss the investment programme and we 
should also hope to get from it perhaps 
rather earlier indications of the sort of 
options available, the dates at which 
options had to be exercised and key 
decisions made. In this way we should 
be alerted to these and could discuss 
them with the Post Office perhaps with 
rather more time at our disposal than we 
have at present. (Mr. Ryland.) One signi- 
ficant element of the corporate plan is 
to systematise the general relationships 
in some ways and particularly to get time 
for them as well — not looking for com- 
mittal or approvals or anything of that 
kind, looking forward in a general way. 

71. What Post Office staff are employed 
in the preparation of the five-year plan? 
What additional staff will be required for 
the preparation of the corporate plan? 
— —Practically all our managers at some 
point in time during the year are con- 
cerned with the five-year investment plan 
both on the postal and telecommunica- 
tions sides, managers at local and 
regional levels and all the people sig- 
nificantly concerned at headquarters. 

Leaving 'that aside and talking about 
people in specialist capacities, taking the 
Post Office as a whole, we have about 
70 people concerned either with the in- 


vestment review with the element of 
longer-term planning and with some of 
the shorter-term one-year operating pro. 
grammes and budgets which also form 
part of this cycle. 

72. Concerned full time? -Yes. 

Mr. Golding. 

73. Do you think the unions are 
closely enough involved in the prepara- 
tion of the five-year plan? Will the 
Post Office unions be involved in the 
preparation of the corporate plan? — 
There will, as you will appreciate, be 
certain aspects of these plans which will 
be extremely sensitive. That apart, w 
shall obviously aim to apply in full the 
terms of the Act about participation. 

74. Do you think you fully meet 
the requirements of the Act at present 
in preparing the five-year plan? — 
We do at some levels, I think, certainly 
at area and regional levels. This year, 
because of the timescale, the presenta- 
tion to the unions of the five-year 
plan was almost coincident with the 
time it had to go to the Ministry. We 
did not have enough time for a number 
of reasons so on that aspect the answer 
must be no. However, in general term 
now we have the consultative procedures 
fully established, it is the intention to 
use them for this purpose in accordance 
with the Act. 

Chairman. 

75. Would any benefit be gained by an 

earlier consultation in general terms is 
the formation of your plans with the 
unions? In some respects, yes. 

76. Is the Post Office commission^ 

expert advice in preparation of the 
corporate plan and, if so, from whom! 
The people who have been con- 
cerned with the development of the 
current phase of corporate planning have 
themselves had experience outside. Fot 
instance, if he had been in the country 
our Board Member for Finance anc 
Corporate Planning would have attended 
here today with us. He did corporate 
planning in an outside organisation. A 
number of other people who haw 
been _ brought in have had outadt 
experience. A number of off 

people who are concerned with thi 
work on a full-time basis have b«£ 
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trained so that we have developed our 
own expertise to some extent with the 
people that we have brought in and the 
people we have selected for training. 
This is all grafted, of course, on to a 
very long history of planning. We have 
had a long range studies group on tele- 
communications for some years now. 
We have not done more than to build 
up expertise from a number of sources, 
that is, we have not brought in consult- 
ants and said, “ Please tell us how to 
tackle corporate planning.” 

Mr. Golding. 

77. Could you comment on the dis- 
appearance of the little Neddy for the 
Post Office? Would not the N.E.D.C. 
have had a role to play in giving outside 
advice if not expert advice on corporate 
planning if it had remained in existence 

for the role of the Post Office? My 

own feeling is probably not to any great 
extent in the sense you mean. This is 
becoming so much an involved area that 
the right development for us is to con- 
sult the whole range of people, not just 
the little Neddy, but the consumer coun- 
cils, the inter bank research organisation, 
the telephone equipment manufacturers 
association and so on. One has to get a 
much wider base on which to build one’s 
information than a little Neddy would 
have provided. (Mr. Fennessy .) We con- 
sulted the data advisory sub-committee 
of the little Neddy for the Post Office 
in our preparation of data plans. When 
they were available to us, we took advice 
from them. As Mr. Ryland has said, we 
are consulting a very wide range or 
bodies. I have here a list of some 
17 bodies public or representing commer- 
cial interests and office management 
organisations — all of whom are brought 
into consultation on various phases of the 
plan. 

Mr. Dormand. 

78. Mr. Ryland, would you like to tell 
the Committee what you consider to be 
the biggest failure, if any, in capital 
investment from two points of view, 
first, the sheer figures point of view where 
there has been over- or under-capitalisa- 
tion and secondly from the point of view 
of there having been perhaps mis- 
judgment in not forseeing where the 
emphasis ought to have been made in 
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capitalisation? (Mr. Ryland.) The 

vast proportion of our investment is on 
the telecommunications side. With very 
fast growth, the issue is not one of over- 
capitalisation ; if anything it is a ques- 
tion of under-capitalisation. There was 
a time when we under-forecasted and 
therefore we were behind in that area. 
We have I think now put that right in 
terms of business and other demands. 
Leaving aside the question of giro, I do 
not think the Post Office is by any means 
over-capitalised. The most serious issue 
in terms of the capital side of the busi- 
ness is the decision that was taken a 
very long time ago — in the early ’fifties 
— about the switching system. The Post 
Office were a bit concerned in those days 
and aimed to go directly to the elec- 
tronic system rather than going through 
the intermediate system — crossbar — 

which therefore involved jumping a 
technical generation. That is always 
a difficult thing to do. (Mr. Fennessy.) 

I agree fully with that. (Mr. Ryland) 
As regards the post-war period the most 
critical difficulty we face now is the 
consequence of the decision taken some 
20 years ago. 

Mr. Stodart. 

79. Do you have consultations with 
people abroad and do you, when you 
are making up your corporate plan, take 
account of the views of people abroad? 

There is a tremendous amount of 

consultation and inter-communication 
with people abroad on both sides, partly 
through the international organs for 
posts and telecommunications which are 
specialised agencies of the United 
Nations, their sub-committees, their 
regional bodies, particularly the Euro- 
pean one, the visits that we are making 
and so on. For example, there are very 
frequent exchange visits with the Ameri- 
cans and we have a Japanese executive 
director with us at present. All this goes 
to build up a fund of knowledge. In 
addition, on the postal side, we have a 
consultancy service through which we 
send people out on a fee basis to help 
other countries develop their services all 
of which helps to bring back informa- 
tion for us. This becomes part and 
parcel of our thinking in practically all 
parts of the Post Office and therefore 
has its bearing on the corporate plan. 
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Mr. Golding. 

80. You think you have the level of 
investment about right at present? 

I said I thought our forecasts of demand 
were much better, but I said I did not 
think there was any over-investment ; if 
anything, it is under-investment. 

81. When would you visualise the 
ending of the waiting list for subscribers’ 

telephones? As you know, there is 

a very considerable programme and 
a part— a major part— of the. £100 mil- 
lion mentioned just now will be de- 
voted to this. I would not feel myself 
that ending it in absolute terms is likely 
to be a feasible proposition, but cur 
objective is to get it down to very small 
proportions. I would not like to give 
a precise date for this. We have tried 
to do this in the past and then found all 
sorts of external factors intervened to 
make it impossible for this to be done. 
We have very good plans to increase 
efforts, to get the total size of the labour 
force right and at the time time speed up 
our turnover so that applicants and 
those on the waiting list will be . pro- 
vided with service much more quickly. 
One ought to put the figures into 
context: something like 85 per cent, 
of all our applications for telephone 
service are met on demand. In the last 
two years we have connected up some 
three million telephones and the waiting 
list has increased by 100,000.* That is 
the measure by which we have met the 
demand of three million over a period 
of two years. I am not trying to. diminish 
the importance of the waiting list, but I 
suggest that that is a figure to be 
remembered. 

Sir Henry d'A vigdor-Goldsmid. 

82. This may be a reductio ad 
absurdum, but would you not end the 
waiting list overnight if you charged the 
full installation cost to the subscriber? 

The full installation cost to us, do 

you mean, or the economic cost? 

83. The economic cost of installing an 

installation? It would be right, of 


*Note by witness: During the two year 
period 3 million orders for telephone service 
have been met: most have been met by con- 
necting up new telephones but some have been 
met by the takeover of existing installations. 


course, that if one put the connection 
charge up, there would be an effect on 
demand. I would not like to say j 
would end it overnight. I do not know * 
but it would of course have an effect 

84. I have read of a figure of over 
£100 being the actual economic cost to 

you of installing? (Mr. Fennessi 

£155. 

85. Of course, we know how much les ‘ 

than that you actually charge, not with- 
out complaint? (Mr. Ryland.) Tk 

installation charge is based on the labour 
cost of installing the telephone which is 
nothing like £155. The latter figure is the 
total capital cost of all the equipment 
put at the disposal of a customer pan 
of which is covered in rental. It is the 
labour cost in installing the telephone 
that is reflected in the installation charge 
Considering the latest proposal throng 
the Users’ Council Ido not think it is 
so very far short of the economic cost, is 
it? (Mr. Fennessy.) No, I do not thin! 
so. 

86. I would like to get my mind clear 
on this. You are telling the Committee 
your charge to a new subscriber is the 
economic cost of installation? — Of 
the labour cost of installation. 

Chairman. 

87. But you would agree this can bt 
a little misleading because you use the' 
expression “ economic cost ”. As this 
is a revenue-producing asset as well that 
is central to your business, if you star, 
trying to price your own customers out 
of it, you will do damage to yourselves 
so that it has to be looked at in the 

round? The £155 represents what 

we have to spend in providing all the 
plant between the subscriber — including 
his instrument, wiring in the home, 
underground plant to the exchange— ami 
that equipment in the exchange which 
is unique to the subscriber. It doe 
not reflect anything that happens beyond 
that. For every new subscriber we it 
quire an investment of £155 to take ids 
right up to his own piece of equipmeni 
in the telephone exchange. The cost of 
installing the equipment in the house, 
neglecting everything that happens unda 
the street and in the exchange itself, t 


Printed image digitised by the University of Southampton Library Digitisation Unit 


NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


23 


21 June, 1972.] Sir Frank Wood, K.B.E., C.B., [Continued 

Mr. B. Gottlieb, C.B., Mr. A. W. C. Ryland, C.B., and 
Mr. E. Fennessy, C.B.E. 


of the order of the charge we are 
making. 

As to the question of its being a 
revenue-earning investment, the problem 
here is that our major demand at present 
comes from the residential sector who 
are not making a sufficient volume of 
trunk calls, which is the main revenue- 
producer and profit-producer of the 
business, to balance the investment. We 
therefore have a problem here of dilut- 
ing the investment by the addition of 
these residential subscribers unless we 
keep the charges appropriate. 

88. Taking the example of modernisa- 
tion of telephone exchanges to which 
reference is made in the Post Office’s 
memorandum on decision on modernisa- 
tion of telephone exchanges, at what 
stage was the Ministry brought into the 
discussions? On what technical advice, 
in addition to that from the Post Office, 

did the Ministry call? (Sir Frank 

Wood.) You are talking about the de- 
cision on the next generation of large 
telephone exchange equipment, the 
famous TXE4 decision? 

89. Yes? First, the substantive de- 

cision to choose TXE4 as against the 
available alternatives has not yet 
been taken. All that has happened 
so far is that a pilot development 
and production order value £15 
million for this type of exchange to 
enable the Post Office better to assess 
its merits has been placed with Standard 
Telephones. The decision the Post 
Office are to take in December is whether 
to extend that order, bring in other 
manufacturers, use it, in effect, as the 
main next generation larger telephone 
exchange. 

As to the pilot order, the Post Office 
told us in the summer or autumn of last 
year that they proposed to place it 
That seemed extremely sensible to us 
and we had no observations. At the 
same time the Post Office told us in 
general terms about the considerations 
that were likely to go into their final 
decision-making process at the end of 
this year. 

Then, as the Committee may know, 
some of the supplying firms represented 
strongly to the Post Office that a de- 
394416 


cision to go for TXE4 would be wrong 
and thus it would be better to go for 
a development crossbar system. The 
Post Office, quite rightly in our view, 
are engaging in prolonged and detailed 
discussions with their suppliers in an 
endeavour to find out exactly what criti- 
cisms they are making, to assess their 
worth and, if possible, to reach with 
them an agreed decision about the 
future. They are keeping us in touch 
in broad terms with the way these dis- 
cussions are proceeding. 

We in our turn are keeping the de- 
partments in Whitehall who are likely to 
be involved at the government end of 
this eventual decision in touch with what 
is going on. These are in the main the 
Treasury and the Department of Trade 
and Industry. Together we are having 
discussions with the Post Office as we 
go along about the various facets of the 
problem as emerge. When the Post 
Office reach their eventual decision in 
December and report it to us for 
approval, we should thus hope then to be 
in a position to operate fairly rapidly 
on it. 

As to the expertise available to us, we 
have no particular technical expertise ; 
it is a question of being satisfied that 
the available expertise, mainly concen- 
trated in the Post Office and with the 
manufacturers, is all being brought to 
bear on the problem and of assessing 
whether the end result is the right one. 

Sir Henry d' Avigdor-Goldsmid. 

90. You refer to a decision being 
taken in December. Presumably that 
decision when taken wiii have to be 
reported to Parliament? It is a major 
matter. It will not lie buried in the 
bowels of the Ministry, will it, for any 

length of time? Yes, almost certainly 

it will have to be reported to Parliament, 
particularly in view of the great amount 
of parliamentary interest already dis- 
played in this matter. 

91. You will probably not have to 
come to Parliament for money for it so 
it will be a courtesy to Parliament rather 
than a necessity, would that be right, Sir 
Frank? A decision of this sort will 
doubtless go into at least hundreds of 
millions of pounds and will therefore 

C4 
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pre-empt a certain amount of government 
expenditure for the next ten years or 
so. At what stage will it be necessary to 

ann ounce it to Parliament? As you 

say, I am not sure it can be said to be 
“ necessary ” at all. As the Committee 
know, the Government are proposing be- 
fore the end of the year to come to Par- 
liament with a Bill to extend the Post 
Office’s borrowing powers. _ Mr. 
Chataway undertook when that Bill was 
before Parliament, he would inform 
the House of the stage which considera- 
tion of the problem had reached so the 
House would then have an opportunity 
to discuss it. However, the decision 
will not at that stage have been reached. 

92. I am coining now to the situation 

after the decision has been reached?- 

Although I cannot commit the Minister 
absolutely finally about this, I would 
imagine that in a matter regarding which 
the House has almost throughout the 
proceedings displayed a considerable 
amount of interest he would inform the 
House of the decision. 

93. This is really by consent than by 

any obligation so to do? -Yes. 


Mr. Golding. 

94. It would be possible for the Bor- 

rowing Powers Bill still to he before 
Parliament when the decision was an- 
nounced, would it not? It would be 

possible, but we hope not, because the 
timescale is not likely to allow that. 

Mr. Golding .] We are not sure of that. 

Chairman. 

95. Sir Frank, you mentioned at a 
certain stage the Treasury and the De- 
partment of Trade and Industry would 
come into the Act?— — Yes. 

96. Can you expand on how they are 

brought in and what their role is? 

The Treasury’s role is that of a banker 
considering very largely the financial and 
economic implications of this decision. 
The role of the Department of Trade 
and Industry goes rather wider: it is re- 
sponsible for the general efficiency of 
the telecommunications industry as well 
as a great many other industries. It 
is also interested in such matters as 
employment implications. For all these 


reasons these departments will have to 
be concerned with the decision. 

97. Taking this as pure conjecture, ■ 
suppose two very strong-willed top p ro ! 
fessional civil servants, one in the Depart- 
ment of Trade and Industry and the 
other in your Ministry, had a clash, who 

would win? The matter would then 

have to go to Ministers for them to sort 
it out 

98. Has the setting up of a workiaj 
party, as in the steel industry or h 
regard to atomic power systems, been 
considered in view of the large sums and 
technical considerations at stake? If so, 

with what result? It has not been 

considered. I would not see any need 
for this kind of thing in relation to this 
decision. One should consider the stages 
through which this will go. First, all the 
technical financial economic and operat- f 
mg considerations are assessed by Mr. 
Fennessy and Professor Merriman, the 
Board Member for Technology in the 
Post Office within the telecommunica- 
tions business. I am fully persuaded that 
the preparations for this decision have 
been made with more care, more man- 
power and in greater depth than possibly 
any previous decision the telecommunica- 
tions business has been called upon to 
make. After that it goes to the Post 1 
Office Board presided over by Mr. 
Ryland who has had a lifetime’s ex- 
perience in telecommunications manage- . 
ment and finance and including people 
like Mr. Appleby, the Chairman of 
Black & Decker and Professor Lighthill, 
Lucasion Professor of Mathematics at > 
Cambridge with enormous experience of 
advanced technology. It is not simply 
a question of their taking a “ cosy ” de- 
cision among themselves and selling it to 
a complaint industry. In this case one 
has a very bolshie industry which is 
determined to sort out all the pros and 
cons of various permutations which arise > 
in this matter. This is exposing a great 
many point of difference that will have to 
be sorted out. At the end of the da? 
they come to us. We engage our general 
expertise 'and the expertise of the 
Treasury and the Department of Trade 
and Industry not through a formal work- 
ing party but through the ordinary ad- 
ministrative machine. We may well have 
joint meetings with' the Post Office, but 
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nothing in the shape of a formal work- 
ing party is at present contemplated 
but against the background I have de- 
scribed, it seems reasonably probable 
that between us we shall get somewhere 
close to the right answer. 

99. Are you telling the Committee 
there is no risk of others of your ilk 
being dazzled by science in this great 
array of talent that produces these plans? 
Suppose, for argument’s sake, you had a 
real empire builder (not someone like 
Mr. Ryland) who fell in love with an 
idea and thought, “ This is the way the 
21st century is going to look” and he 
had enough compliant experts round 
him to enable an enormous propaganda 
to be built up, you would not have a 

hope in hell? 1 think not: I have 

spent 40 years not being influenced by 
that sort of stuff. 


Sir Henry d’Avigdor-Goldsmid. 

100. To put this in less violent terms, 

you are concerned with efficiency and 
the Select Committee is concerned with 
finding the money to pay for it. There 
seems to me to arise a social question: 
there must be a reflection on employ- 
ment in this country and indeed on 
employment in the Post Office. Obviously 
these things have to be taken into 
account. Would you not consider it 
might be better if they were seen to be 
taken into account in advance, in other 
words, an a department like the Depart- 
ment of Trade and Industry? They 

obviously will be considered when the 
decision comes to be taken. 

101. What I meant was if it was seen 
to be taken into consideration by the fact 
that some department like the Depart- 
ment of Trade and Industry had gone 

along with you? Yes, of course, and 

as I say they will be consulted. This is 
the kind of question they would have to 
look at. 

102. If you will forgive me, Sir Frank, 
if you had said that the first time I 
would not have taken you up ou it. You 
said you thought you had under your 
own roof enough experts to be able to 

get that decision? No, with respect, I 

said that this would involve co-opera- 
tion between my department with its 
general expertise, the Treasury’s financial 


and economic expertise and the Depart- 
ment of Trade and Industry’s expertise 
all of which would be specifically con- 
cerned with such questions as industrial 
efficiency, employment considerations, 
exports and things of that kind. 

103. I must beg your pardon then, I 

missed that point? 1 am sorry, I 

probably did not make it clear. 

Mr. Golding. 

104. I would be satisfied that the Post 

Office Board would take the decision that 
they thought to be in the best interests 
of the Post Office and I would not want 
to examine the Post Office in a sense 
on the decision or on how the decision 
was to be arrived at. However, you keep 
on saying the Department of Trade and 
Industry will be consulted and that out- 
side interests would be consulted later 
on. What I am concerned about in this 
area of the national interest is what 
work is taking place now. It is quite 
apparent that the Post Office have done 
a tremendous amount of work and have 
treated this decision very seriously in 
their preparations, but of course they are 
working to these simple terms of refer- 
ence, namely, what is good for the Post 
Office? Yes. 

105. Has equivalent detailed work been 
done on the export side, for example? 
How many people in the Department of 
Trade and Industry are working on the 
export significance of this decision and 
how many on the implications for the 
manufacturing industry, apart from the 
people in the D.T.I. working on the 
general significance for the development 
of telecommunications for which you say 
they are responsible? In other words, 
where are the people who are. doing 
detailed work on the national interest 
questions comparable to those in the Post 
Office who are looking at the problem 
purely from a Post Office point of view? 

1 cannot answer for the Department 

of Trade and Industry. All I can tell 

. you is that they are alerted to the fact 
' that these problems will arise and I have 
no doubt that they are directing some 
attention to them. You talk about ex- 
perts. I am not sure that the Depart- 
ment of Trade and Industry can consider 
export and industrial implications in a 
vacuum. It is a question of combining 
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the expertise existing in the Post Office, 
in industry and in the Department of 
Trade and Industry. 

106. Yon said earlier it was your 
Ministry’s job to look after the national 

interest? When I said that, I meant 

we would have to engage, and would cer- 
tainly engage thankfully, the energies and 
assistance of any other Whitehall depart- 
ment that had anything to contribute. 
Throughout the proceedings I hope I 


have made it clear that in assessing the 
national interest about which you are 
talking the Department of Trade and 
Industry are very much concerned and 
aware that these considerations are aris- 
ing and, no doubt, working on them. " 

107. The Committee should then direct 

their questions to the Department?- 

Yes, I think so. 

Chairman .] Gentlemen, thank vou. 


Printed image digitised by the University of Southampton Library Digitisation Unit 



NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


27 


WEDNESDAY, 12th JULY, 1972. 


Members present: 

Mr. Russell Kerr, in the Chair. 

Mr. David Crouch. Mr. John Golding. 

Sir Henry d’Avigdor-Goldsmid. Sir Donald Kaberry. 

Mr. Dormand. 


MAJOR CAPITAL INVESTMENT BY THE NATIONALISED INDUSTRIES 
Memorandum by the Department of Trade and Industry 

1. Major capital investment projects may raise important issues and call for 
especially careful consideration, but their handling by the Department does not 
differ in principle from the handling of other parts of a nationalised industry’s 
capital investment programme. 

2. The Department’s arrangements for dealing with investment programmes axe 
essentially the same (allowing for changes in the structure of Government and 
some changes in timetable) as those described in memoranda submitted by the 
Ministry of Power and the Board of Trade to the Select Committee in 1967.* In 
the present context the essentials are : 

2.1. The Secretary of State’s statutory powers in respect of capital investment 
relate to the general lines of a programme. 

2.2. Each board submits annually a programme looking five years ahead which 
is then discussed with it and with the Treasury, according to a regular 
annual cycle. 

2.3. The discussions range wider than the merits of the investment as such ; 
they embrace the general prospects of the industry and also the relationship 
of the investment to issues of current concern to the Government. In 
this connection the Department intends that the scrutiny of capital develop- 
ment programmes should be carried out in the context of the corporate 
planning systems now being adopted by the boards. This will make it 
easier to focus discussion on the key strategic decisions facing a board. 

2.4. The discussions also have regard to the Secretary of State’s general respon- 
sibility to Parliament for the wise use of advances made to the boards from 
the National Loans Fund and for the efficiency of the industries. 

3. In considering a board’s capital development programme the Department does 
not proceed by trying to put together a series of scrutinies of individual projects. 
Its aim is to : 

3.1. achieve a full understanding both of the programme itself and of the 
industry’s circumstances ; 

3.2. satisfy itself that the programme is related to a sound strategy for the 
industry, taking account of the matters discussed in Cmnd. 3437 
(Nationalised Industries — A Review of Economic and Financial Objectives) ; 

3.3. ensure that the projects comprising it have been fully and effectively 
appraised ; 

* H.C. 1967/68, 371 H, pp. 347-350 and 298-299. 
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3.4. identify and bring to Ministerial attention any issues that are of concern 
to the Government 

At the end of the process, the Secretary of State is in a position to approve the 
general lines of a programme of capital development. 


Definition of a Major Project 

4. For working purposes, a major project may be defined (as in the Ministry of 
Power memorandum referred to above) as one which, if adopted, is likely sub- 
stantially to affect the course of a Board’s future development or strategy, or one 
which raises issues of general importance. Such issues may include those bearing 
on any area of wider Government policy. 

5. The capital development programmes submitted by the industries show 
individual projects to different degrees. For the electricity industry, proposals for 
the construction of major generating stations are identified ; and the Area Electricity 
Boards show projects costing more than about £50,000, though the choice is 
generally left to their discretion. The Gas Council show projects costing £100,000 
or above. The National Coal Board identifies mining projects costing over £1 million 
and other projects costing over £250,000. The British Steel Corporation identifies 
individual projects costing more than £50 million and also any projects costing less 
than this amount which the Corporation considers likely to have a major impact 
on its planning or to be of direct concern to the Government by reason of social 
or regional implications. The British Overseas Airways Corporation and British 
European Airways show projects costing £1 million or more. 

6. This pattern reflects to some extent the convenience of the industry. Generally, 
the identification helps the Department reach a full understanding of the industry’s 
programmes and its main constituents, and provides opportunities for testing the 
operation of the investment appraisal methods used. Only a proportion of the 
projects specifically mentioned will be “ major ” ones, and it is basically for the 
Department and the industry to determine which, or which combination, of those 
shown fall within the description in paragraph 4 above. Officials need to rely 
on their knowledge of the industries’ circumstances and the Government’s own. 
problem. 

7. In the electricity industry, the prime example of a major investment project 
in present circumstances is a new power station, in contrast to the position in earlier 
years when (because more capacity was being ordered) it was more appropriate 
to consider the size of the total construction programme. For the gas industn 
since the decisions on North Sea gas have been taken, the nature of investment 
is such that large single items standing by themselves rarely have to be considered _ 
by the Department ; as used to be the case when, for example, new gas work ' 
were being constructed. Concern is, rather, with general issues affecting die pattern 
or direction of investment, or which mark new departures — for example the balance 
between the provision of trunk gas transmission and the provision of liquified natural 
gas storage to cater for peak demands and to give security against break-down 
of the supply system. For the air corporations, aircraft purchases have been 
examined on a project basis as they arose. 


Timing of Discussions of Major Projects 

8. Apart from anything that emerges from corporate plan and investment review 
documents, normal day to day contacts with the industry will often make officials 
aware that a project of major importance is pending. Discussions of significance 
are not likely to take place, however, until the proposals have been worked out 
by the board in some detail. The discussion will usually reach the critical stage 
in the year in which expenditure on the project will first affect the capital allocation 
— i.e. the financial year before that in which the first expenditure falls. Discussion 
may take place within the framework and time-table of the capital development 
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review or outside it. If the latter, arrangements will be made to reserve a con 
elusion on the investment mvolved-i.e. any capital allocation made tor the 
programme as a whole will be without prejudice to the Department’s condJon 
on the project in question For example, the board may be asked not to tacur 
expenditure on it until the Secretary of State has expressed his views 


Range of the Discussions 


9. Major projects, ldte any other projects, in an investment programme are 
required to be assessed by the board itself using the best available meXds of 
investment appraisal, and employing the test discount rate (currently 10 per cent 
per annum m real terms) to compare the various options open on a discounted 
cash flow basis If for any reason a board had not applied such techniques tor 
proposed to undertake an investment which did not meet the test discomt rate) 
it would be expected to report the fact, and justify it. The Department does not 
however seek to go through the details of appraisals of individual projects, except 
m selected cases for the purpose of examination of the appraisal techniques as such. 


1°. The aim is a more general testing of the soundness of the project in itself 
and m relation to the industry’s circumstances, and to identify and evaluate any 
significance it may have for the Government’s wider policy. The Department will 
therefore enquire about the assumptions on which the proposal is based ; the relation 
of the scheme to the industry’s present operations and future strategy; and the 
degree of risk, techmcal or commercial, which appears to be involved. In relation 
to the wider Government interests, it will be concerned with such factors as the 
effect on employment, and on other industries. For example, the question of 
aircraft orders is important to the British aerospace industry ; and the type of fuel 
used in generating stations has implications for the coal and the nuclear industries. 
These inquiries may involve the preparation of a memorandum by the board: or 
the information may be obtained by correspondence or discussion. It should, 
however, be emphasised that: 


10.1. It is not the object to substitute the commercial or technical judgment 
of the Secretary of State for that of the board concerned, nor to usurp its 
responsibility for the management of its business ; 

10.2. the discussions are not concerned with technical detail except so far as 
this is essential to the understanding of the project ; 

10.3. every effort is made to avoid protracted discussions. 


11. Some further account of this process as applied in individual industries is 
given in the notes attached. 


Department of Trade and Industry, 

215-/ May , 1972. 

Annex 1 

The Electricity Supply Industry 

1. The capital investment programmes presented to the Department by the Elec- 
tricity Boards, after consultation with the Electricity Council, include information 
about many individual projects. In the case of Area Boards, where programmes 
may amount to between £10 and £20 million per year, relatively quite small projects 
of £50,000 or so may be described. For the C.E.G.B., project information is usually 
given only for the major stations, each of which represents an investment of at 
least £100 million spread over at least 5 years in a programme of upwards of £300 
million per year. New arrangements to regulate the information flow to the Depart- 
ment are being discussed with the industry, and it is intended that these will define 
more closely the size and categories of project on which information will be 
supplied. 


* This procedure follows the White Papers “Review of Economic and Financial Objectives of 
Nationalised Industries (Cmnd. 3437)” and “Ministerial Control of Nationalised Industries 
(Cmnd. 4027)” and related Treasury instructions. 
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2. The Department scrutinises major power station projects where there are 
significant implications for broader fuel issues or any other wider economic or 
social considerations. In present circumstances, where the C.E.G.B. is ordering 
major stations relatively infrequently, each station order can take on rather more 
significance to all interested parties — e.g. plant manufacturers and fuel suppliers. 
The focussing of attention on a comparatively small number of decisions creates a 
need for the Department to satisfy itself about every C.E.G.B. major generating 
project individually in contrast to the practice of earlier years, when it was more 
appropriate to consider the size of 'the programme rather than the individual major 
projects within it. The Department’s examination of major projects is not so much 
to contest the merits of a proposed decision as to review the underlying assumptions 
and to consider wider economic or social consequences for other industries or for 
the community as a whole. A typical example would be thie question of whether 
coal, gas, oil or nuclear firing should be used in a new power station. The Depart- 
ment would wish to be satisfied that the various possibilities had been properly 
assessed and to examine wider effects e.g. on the future demand for coal. 

3. Reviews of issues related to the choice of types of power station are not 
confined to the consideration of individual projects as they come forward in the 
industry investment programme. More general reviews have been carried out from 
time to time. A recent example is the study by the Department with the U.K.A.E.A. 
and the Generating Boards of the need for a further programme of thermal reactors 
before the fast reactor can become available, including the relative economics 
of the available types of thermal reactor. The study has been intended to provide 
the ground work for decisions about the basic strategy for nuclear generation; 
but the judgment about relative costs inevitably influences C.E.G.B. capital invest- 
ment decisions and the Department’s consideration of them. 


Annex 2 


The Gas Industry 

1. The guidelines for the exploitation of North Sea gas were set in. .the Fuel 
Policy White Paper on November, 1967 (Cmnd. 3438). They were the subject of 
examination by the Select Committee (Report on the Exploitation of North Sea 
Gas, published July, 1968.) The Department reached conclusions about tine rate 
of depletion of the gas fields ; the rate of absorption of the gas ; the direction of 
the marketing effort ; and in principle the conversion of consumers’ appliances to 
burn natural gas. The views so taken had their basis in the responsibility of the 
Minister of Power under the Ministry of Fuel and Power Act 1945 to secure the 
effective co-ordination of sources of fuel and power. Their implementation relied 
on the power of the Minister of Power (and his successors) under the Gas Acts to 
approve the general programme of capital expenditure of the Gas Council and 
Area Boards. The gas industry’s investment proposals still derive in essence from 
the planning aims of the 1967 White Paper. 

2. Within the broad policy set out above, the Department does not see its role 
as being that of an examiner in depth of individual gas investment projects. Indeed, 
since the decisions on North Sea gas were taken, the nature of gas industry 
investment is now such that large single items of investment standing by themselves 
rarely have to be considered by the Department, such as was the case when, for 
example, a new gas works was being proposed. 

3. The various individual projects are put to the Department by the industry in 
the shape of investment programmes. Originally thiere were thirteen of these 
programmes from each of the Area Boards and the Gas Council, but latterly, 
at the Department’s instigation, the Gas Council has framed a single corporate 
plan for the whole industry, incorporating as an annex summaries of the plans 
of each Area Board (paragraph 5). This concentration was sought partly because 
of the need to treat the development of natural gas on a national basis, and partly 
so that the technical expertise of the Gas Council might help to frame proposals 
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on a consistent and co-ordinated basis. The Department assures itself that the 
industry’s plans are soundly based by examining their broad components such as 
the assumptions on which the plans are based: marketing plans: the progress of 
conversion, and the development of the national transmission system. A check 
is made that appropriate techniques have been employed to assess particular projects 
such as dcf calculations and operational research. 

4. The Department now discusses the investment programme only with the Gas 
Council, relying on the latter to test and advise on the proposals of the individual 
Boards, which have largely been framed on Council advice in the first place. 
Discussion concentrates less on individual projects than on general issues affecting 
the pattern or direction of investment or which mark new departures. One such 
instance arose over the new Code of Practice on steel pipelines for high pressure 
gas transmission formulated by the Institution of Gas Engineers. Since the 
implementation of this code was calculated to cost the gas industry considerable 
sums by way of capital investment, the Department suggested that provision for 
this investment should be clearly made in the programme. Another such topic 
of discussion was the balance to be struck between the provision of trunk gas 
transmission and liquefied natural gas storage to cater for peak demands and to 
give security against breakdown of the supply system. 

5. Last year discussion with the Council led to development of the investment 
programme into the format of a corporate plan. In this the ground covered has 
widened, embracing discussion of revenue prospects, tariff policy, and financing 
proposals. This will be the basis of the investment discussions between the Depart- 
ment and the Council. In addition to the industry's own internal monitoring 
arrangements, the Gas Council supplies the Department with quarterly summary 
reports of progress against budget of certain key features of their activities: these 
are discussed with the Council shortly after their production. 

Annex 3 

The Air Corporations 

1. For the air corporations the term “major investment” is largely synonymous 
with the words “aircraft procurement”. In the 1967-68 Report of the Select 
Committee, aircraft purchases were noted to be about 80 per cent, of total expendi- 
ture. The Investment Review conducted earlier this year shows that some 70 per 
cent, of outlay will be in this field over the next 5 years. The size of these aircraft 
investments affects vitally the whole U.K. aerospace industry. 

2. It is the Government’s policy that the air corporations should act essentially 
as commercial undertakings ; they face direct commercial competition from other 
airlines, at home and abroad. Although B.E.A. take account of social obligations 
in maintaining the Scottish Islands and Highlands services, the environment in which 
B.E.A. and B.O.A.C. operate as a whole is commercial and competitive in character. 
In making their investment proposals, the air corporations are expected to make a 
full commercial appraisal and to base their investment plans for aircraft, buildings 
and equipment on sound commercial criteria, taking into account the share of 
domestic and international traffic which they hope to secure. 

3. Since Ministers assumed statutory control over the Corporations’ investment 
proposals (by means of the Air Corporations Act 1966), annual investment reviews 
have played an important part in the examination of expenditure proposals. Certain 
individual items, including aircraft, have also been examined as they arise on a 
project basis. 

4. What follows describes practice in recent years. _ The air corporations have 
continuously reviewed their needs in respect of new aircraft either for replacement 
or expansion. The results were included in the annual investment review material. 
Meanwhile, the corporations explored the various alternative types available to 
them, both from the U.K. and abroad, keeping the Department in regular touch 
with the state of their thinking. The Department, at the time of the Investment 
Review, approved the general timing and proposed level of expenditure as reasonable 
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on the basis of the latest assessment, but entered no greater commitment than that 
The air corporations were similarly free to vary their estimates. During this inter. ’ 
mediate period, the sponsoring division was in touch with other interested division 
and Departments — the aerospace industry sponsors and the Treasury for example- 
to get an overall picture of the ramifications of any choice. Subsequently, when 
the time for firm orders approached, the air corporations would submit fan 
proposals. These were examined by the Department in order to take account of 
the Government interest as a whole. The summary of paragraphs 2-4 of Appendix 
23 to the First Report on Ministerial Control has remained broadly applicable 
throughout. > 

5. As described in Part I, the Department will in future be placing fuller 
emphasis on the corporate planning of the industries and this applies as much to 
the Airways Board group as to the other industries. The importance of aircraft 
purchases, which cannot be assessed except in the context of the corporation’s overall 
prospects, means that the important decisions on investment have been made 
against the background of a corporate review. 


Annex 4 

The British Steel Corporation 

1. Although Sub-Committee A is now examining the B.S.C., Sub-Committee B 
may find it helpful to have a short note on the B.S.C. position. 

2. The arrangements described in the Copper Brothers report (submitted to 
Sub-Committee A) provide for annual submission to the Government of a long-term 
corporate planning document as well as a five-year projection containing the 
general programme of capital development for approval. The purpose of these 
arrangements is to concentrate attention even more than in the past on the strategic 
issues facing the Corporation. 

3. As regards decisions on major individual investment projects, the Government 
nd the Corporation have recently agreed upon procedures governing the Govern- 
nent’s consideration, so that their respective responsibilities are clearly defined. 
These enable the Government to be fully informed about projects of major 
significance (including all schemes over £50 million, and those under £50 million 
identified by the Corporation as being likely to have a major impact on its planning 
or to be of direct concern to the Government by reason of their regional or social 
implications), and provide that no such project should proceed if the Government 
expresses a view in writing against it. 


Annex 5 

The National Coal Board 

1. The N.C.B.’s capital expenditure programme is examined by the Department 
during the annual investment review, in which the Department’s aim is to assess 
the general pattern and trend of the N.CB.’s investment in the light of the industry's 
circumstances and prospects. The Department is also concerned to see that appro- 
priate techniques of investment appraisal are used. Examination of these techniques 
is not necessarily confined to the occasion of the annual review. Jn 1970 for 
example the Board’s appraisal methods at area level were examined in detail. The 
Department saw no need to suggest changes in the procedures used. < 

2; The Board’s memorandum to the Department on investment includes their 
rejections of demand, manpower productivity and output, on which their invest- 
*ent proposals are based. The projections are examined in the light of the 
epartment’s views on energy prospects and the likely course of energy demand. 

3. The Department’s objective is to see that investment takes necessary account 
>f long term trends ; but since 1966 there have been no firm proposals for expendi- 
ture on a colliery project which is large as defined in paragraph 4 of the covering 
memorandum. Any such proposal would be considered against expected return, 
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energy prospects and any other relevant consideration such as the employment 
implications. Most of the N.C.B.’s recent investment has been on a large number 
of relatively small projects which rarely require capital expenditure over more 
than three years. In 1970-71, a typical year, projects costing up to £J million 
and purchases of machinery accounted for nearly 80 per cent, of total colliery 
investment, and 5 per cent, of expenditure went on projects costing between 
£| million and £1 million. 

4. In recent years the Board’s programmes have included major long term invest- 
ment in the development of proved reserves of North Sea gas and on exploration. 
The justification for the former expenditure was obvious : expenditure on the latter 
flows mainly from conditions in licences granted by the Government. 

5. Apart from the expenditure referred to in paragraph 4 only a small part of 
the programme has needed to be committed for longer than two years ahead. For 
some years, therefore, the Department has concentrated attention on the earlier 
part of the five year programme. 

CAPITAL INVESTMENT 

Mr. R. H. W. Bullock, C.B., Deputy Secretary, Mr. J. W. de L. Nichols, Under 
Secretary, and Mr. J. G. Liverman, O.B.E., Deputy Secretary, Department of 
Trade and Industry, called in and examined. 

In the absence of the Chairman, Sir Henry d’ Avigdor-Goldsmid 
was called to the Chair. 


Sir Henry D'Avigdor-Goldsmid. 

108. The Committee are examining 
the Post Office and no doubt you have 
seen evidence we received from the Post 
Office and the Ministry about three 
weeks ago. The Committee’s under- 
standing of the situation is that as far 
as the national interest is concerned you 
are the monitor as between the Post 
Office which is a business Corporation 
and the Ministry. The Committee there- 
fore want to ask particularly about your 
responsibilities in this connection. Both 
the Post Office and the Ministry indi- 
cated that the Department of Trade and 
Industry were consulted when their over- 
all responsibility for industrial develop- 
ment is relevant. They mentioned 
technical appraisal and impact on levels 
of exports. The Committee are directing 
their attention to the large contracts 
that are liable to be placed by the Post 
Office in the next six months or so. Our 
philosophy is that whether or not one 
makes a success in the nationalised in- 
dustries depends on the investment de- 
cisions taken some five years previously. 
The Committee are now looking at pro- 
cedures. To be able to give the sort of 
advice mentioned, does the Department 
of Trade and Industry engage in techno- 
logical forecasting or do you encourage 
the industries themselves to engage in 
such forecasting? (Mr. Bullock .) 


“Technological forecasting” is perhaps 
a term of art for a rather specialised and 
mysterious science. I am not sure thal 
the expert practitioners of it know 
exactly what it means. I would not claim 
we are expert practitioners of it. In 
parenthesis, may I say that my sphere 
of responsibility covers a number of 
divisions dealing with the whole of pri- 
vate manufacturing industry. The same 
principles apply not only in relation to 
the Post Office but also in relation to 
other nationalised industries and the 
divisions concerned. We regard it as an 
important part of our responsibilities to 
have a general appreciation of the trends 
of developments in an industry, of 
economic developments, of technological 
developments and what the future mar- 
ket prospects are on the world scene as 
far as these can be assessed, but we do 
not do this in the sense of sitting away 
in an ivory tower producing our own 
theoretical forecasts and estimates. It 
is done very much by close contact with 
industry. Our essential job is to keep in 
very close contact with industry, with 
well-informed people and with the tech- 
nical press and form our overall assess- 
ment of prospects. 

109. On this matter about which the 
Post Office have to make up its mind 
very soon, have you expressed your own 
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opinion to the Post Office or to the 
Department as to placing the contract 

which they are engaged in doing? 

Are you referring to TXE4? 

110. Yes? The answer is that the 

point of decision has not yet been 
reached. The point in time at which we 
would express our view has not yet been 
reached. We shall in due course certainly 
express our view. 

111. Surely you are engaged in the 

point of decision, that is to say, a 
decision would not be a decision if you 
had not okayed it? 1 would not sug- 

gest we had a veto over it. 

112. May I attempt here to clear up 
what is a grey area? Your last answer 
was that you have not given a definite 

opinion on the TXE4? 1 said we 

were not in a position to exercise a veto. 
This is not a right description of the 
relationship. The decision on this sort 
of thing is taken collectively by the 
Government ; the Post Office have their 
view from their point of view and the 

linistry of Posts and Telecommunica- 

ons obviously are concerned about it 

rom a certain point of view. We ensure 
hat certain other considerations are fully 
weighed, but the decision that is taken is 
a joint decision in the end. We are all 
looking after the national interest in 
different aspects. 

113. It is not for me to impute any 
lack of patriotism to you; that is not at 
all the object of my inquiry. I want to 
get at what stage in this matter — which 
after all has gone on for some time — 

you come in and tender advice? We 

have been in on it in the sense that we 
have had discussions with the Post Office, 
with the Ministry of Posts and Tele- 
communications and with the industry 
for a number of months past. We are 
fully familiar with what is going on. We 
are keeping in touch with it. We shall be 
consulted — and fully consulted — about 
the decision when the time for it to be 
taken is reached, but that time is not yet. 

114. Am I not right in thinking that 
by the time the Post Office and the 
Ministry have reached their decision it 
will be a bit late for you to come into it? 

No, we are in it all the time. We are 

having discussions with them quite regu- 
larly about it. As they progress towards 
a point at which their ideas firm up 


towards a decision, we shall be aware of 
the way their thoughts are going. If We 
agree, so much the better. If we do not 
we shall ensure that any different point 
of view we feel it necessary to express 
is fully taken into account. If necessary 
it will be reflected in our advice to our 
Ministers and they will have to consider 
whether or not they need to take it up 
with the Minister of Posts and Tele- 
communications. 

115. At the risk of being tedious, may 
I say the Committee got the impression 
when the Ministry came with the Pog 
Office to give evidence that as to cop. 
siderations outside the immediate use- 
fulness, the wider considerations would 
be to some extent monitored by you, for 
example, reflection on the total employ* 
ment situation and other matters? — 
Yes, that is true. 

116. Therefore, you are actually in on 
these discussions at the moment? — - 
Yes. 

117. Any recommendation that 
emerges will then be a joint one from 
the Post Office and your Department! 

Not necessarily. A recommendation 

is one thing; a decision is another. The 
decision which is finally taken would be 
one by the Government \Vhich will 
embrace the D.T.I., the Post Office and 
the Ministry of Posts and Telecommuni- 
cations. 

118. So you regard it as within you 
terms of reference to say you object to 

the decision of the Post Office? We 

could do so certainly. 

119. You would? We could do so. 

120. On the other hand, presumably 
the Government would find themselves 
in some difficulty if they had to makes 
decision between your recommendation! 

and those of the Post Office? This b 

what happens not infrequently in that 
different interests take a different vies 
of the right line to adopt. These eventu- 
ally are resolved. If they cannot be 
resolved at a lower level they will be 
resolved at Cabinet committee or at 
Cabinet. 

121. On this particular matter nos, 
would you expect to be at one with Ik 
recommendation of the Post Office?—! 
do not know what the recommendation 
of the Post Office will be. 
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122. I know. I asked, would you 
expect to be, I did not ask whether you 

anticipated to be? 1 am sorry. Sir, I 

cannot forecast the future in that way. 

123. I am rather keen to get at this, 
Mr. Bullock. Let me put it this way. 
You have told me you are in touch with 

these negotiations and discussions? 

Yes. 

124. Therefore, you do not have to 
gaze into a crystal ball to get some feel- 
ing of what the recommendations is 

liable to be? One may have a feeling 

now of what one thinks it is likely to be, 
but one has to take into account not 
merely what their recommendation is but 
also their reasons and arguments and the 
view of industry and all the other factors 
that are relevant. I do not think it 
would produce the right answer if X 
were to say now that if the recommenda- 
tion of the Post Office is A, then it will 
be acceptable but if it is B it will not be 
acceptable. 

125. I am not seeking to put those 

words into your mouth. I asked, would 
you expect in the normal course to be 
in agreement with the ultimate recom- 
mendation? 1 am sorry, Sir, I find 

myself unable to answer you. 

Sir Henry d’ Avigdor-Goldsmid.] I 
see, then I must draw my own conclu- 
sions. 


Mr. Russell Kerr in the Chair. 

Mr. Dormand. 

126. Could you define a little more 
closely the role which the D.T.I. play in 
the determination of the decision about 
which you have been talking? You 
began by saying that the D.T.I. does not 
engage in technological forecasting, that 
this was left in large part to industry, 
that you kept in close touch with 
industry, you kept your ear to the 
ground and so on. In those circum- 
stances, what role do *the officers of the 

D.T.I. play? 1 said we did not engage 

in the rather specialised art which is 
sometimes known as technological fore- 
casting. I did not intend to suggest — and 
I am sorry if I misled you — that we were 
not actively engaged in forming a view 
about the way in which technical devel- 
opments in this industry are likely to go. 


We do that in a number of ways: by 
keeping in touch with industry, by taking 
part in international symposia and that 
sort of thing and by endeavouring to 
keep in touch with all the people who 
are well-informed in this sort of sphere 
including, incidentally, of course, the 
Post Office. Our role I would put as 
this. As was clearly established in the 
Committee’s session with the Post Office, 
the Post Office naturally and properly 
look at these decisions from the point of 
view of what is in the interests of the 
Post Office. Those interests may or may 
not coincide ^ with our view of what is 
in the wider interest of the industry from 
the point of view of employment, 
exports, the structure of the industry 
and so on. Our job is to endeavour to 
ensure that these considerations are 
adequately weighed in the decision- 
taking process. 

127. I appreciate that because it is 
stated in the memorandum. It seems to 
me that as to the technological side your 
contribution is either nil — though I hesi- 
tate to say that — or on a fairly super- 
ficial level or rather should I say not on 

a technological level? 1 do not think 

that would be quite fair. Mr. Nichols, 
the head of the division concerned, is 
himself an engineer and has a consider- 
able number of engineers on his staff. In 
addition they talk on the technical level 
to the Post Office technical experts as 
equals, as knowledgeable engineers in 
the same sphere of business, and to 
people in industry. I would claim that 
they know as much of what they are 
talking about as anyone else in this 
business. 

Chairman. 

128. To what extent does, for example, 
a slightly less direct factor like location 
of industry come into your thinking in 
deciding wherein lies the national interest 
in this context? Secondly, how would 
you distinguish your conception of the 
national interest, speaking departmen- 
tally, from that of the Treasury in this 

context? Location of industry would 

certainly be a factor that we would take 
into account. On the other hand, we 
would not, or would be very unlikely to, 
suggest that this would often be a deci- 
sive factor in deciding whether a contract 
was placed by the Post Office with com- 
pany A or company B. It could be a 
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balancing factor in a situation in which 
the decision was a fairly narrow one. 

129. Do you have any compartmental- 
isation in terms of your collective think- 
iag on these problems? In other words, 
when you come to the decisive meeting 
within the Department to decide which 
side your weight will be thrown, will you 
have one of your colleagues pushing the 
barrow in favour of location of industry 
considerations being fully weighed,, or is 
it just your collective wisdom within the 
Department or how do you go about it? 

We have a separate organisation in 

the Department which is specifically 
charged with regional development and 
location of industry questions. We axe 
in general touch with them regularly. I 
cannot say what would happen in any 
particular case. It might be that the 
local arguments were so obvious that 
there was no need to seek any specific 
consultation with them. It would be our 
30 b to reflect those interests of the 
Department as well as other interests of 
the D.T.I. There might be other cases 
where we would specifically consult the 
people who deal with regional industrial 
development and see if they had a speci- 
fic view. 

130. If, for example, there was a 

clash between you as an efficiency at all 
costs merchant and, say, your location of 
industry man or division, who would 
resolve such a conflict, the Minister or 
who? 1 would not say we were con- 

cerned only with efficiency at all costs. 
It is our job to take into account all the 
considerations including location of 
industry problems. 

131. Presumably though there are 
pressures? You might happen to be a 
person who nine times out of ten would 
use that as the determinant of your 
attitude; equally there might be another 
person v/ho was a little bit hooked on 
the idea of sensible location of industry. 
I suggest to you this happens in almost 
every organisation. I want to know how 

how you reconcile this? Accepting 

this is a hypothetical question, if there 
was a conflict we would endeavour to 
resolve it at official level first. First, I 
would discuss with my opposite number 
under whom the regional development 
division comes and I would expect that 
normally we would be able to reach a 
rational agreement. If we could not, it 


would then, I suppose, go to the ' 
Permanent Secretary to whom we both 
report as it happens because we are both 
under one Permanent Secretary, and the 
Minister, Mr. Chataway, of the Indus- 
trial Development Executive. 

132. What about the Treasury’s con- 
ception of “the national interest” as , 

compared with your own? I suppose 

my defensive answer would be to say, 
could you not ask the Treasury that 
question? 

133. We intend to, given half a chance, 

I assure you! 1 suppose the answer is 

that the Treasury simply cannot make 
itself responsible for all aspects of the 1 
national interest. It largely operates by 
delegating responsibility to departments. 
Departments are responsible for policies 
within their area of responsibility. The 
Treasury’s r61e, if you like., is a bit of a 
long stop one in co-ordinating the whole. 

134. Let me give you a likely hypo- ■ 
thetical situation that might develop 
where there was to be a major decision 
— if you like, the TXE4 type of invest- 
ment decision — coming up. Suppose you 
as a Department were firmly convinced 
that the Ministry of Posts and Telecom- 
munications were absolutely right to go 
for such-and-such rather than another 
which was a little less expensive but the 
Treasury, being as always the “tight” ‘ 
ones in the government structure, decided 
the £500 million less involved in the 
latter project was a saving worth making, 

how would that be resolved? If we 

were unable — and I think you are 
supposing we would be unable— to 
persuade the Treasury at official level 
that this was the right decision (and it 
would of course be for the Ministry of 
Posts and Telecommunications to 
persuade the Treasury in the first place 
because the Ministry of Posts and Tele- 
communications would be responsible ; it 
would be their initiative and they would 
have to convince the Treasury) and if 
the Ministry of Posts and Telecommuni- 
cations were unable to do that at official 
level, it would have to be resolved by 
reference to Ministers. The Minister of 
Posts and Telecommunications would put 
it to the Chancellor or Chief Secretary 
or to the appropriate Cabinet committee. 
Our Minister would then go along and 
speak in support of the Minister of 
Posts and Telecommunications and it 
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would be resolved in the normal way by 
ministerial discussion. 

Mr. Golding. 

135. I find this a bit of a grey area. 
When the Committee examined Sir Frank 
Wood, I put to him: “ It is quite apparent 
that the Post Office have done a tremen- 
dous amount of work and have treated 
this decision very seriously in their 
preparations, but of course they are 
working to these simple terms of refer- 
ence, namely, what is good for the Post 
Office?” and Sir Frank Wood answered, 
“ Yes.” He agreed that the simple terms 
of reference were what was good for the 
Post Office. I went on to ask: “ Has 
equivalent detailed work been done on 
the export side, for example? How 
many people in the Department of 
Trade and Industry are working on the 
export significance of this decision and 
how many on the implications for the 
manufacturing industry, apart from 
the people in the D.T.I. working on the 
general significance for the development 
of telecommunications for which you 
say they are responsible? In other words, 
where are the people who are doing 
detailed work on the national interest 
questions comparable to those in the 
Post Office who are looking at the 
problem purely from a Post Office point 
of view?” Sir Frank Wood replied, “ I 
cannot answer for the Department of 
Trade and Industry. All I can tell you 
is that they are alerted to the fact that 
these problems will arise and I have no 
doubt that they are directing some 
attention to it.” The clear implication 
is that the Ministry of Posts and Tele- 
communications and the Post Office 
believe you are looking after the national 
interest and the decision is to be taken 
by the Post Office Board by December. 
If that is the case, should you not be 
ready to provide very detailed answers 
to questions which will arise on the 

national interest side? With respect 

to Sir Frank Wood, I think he perhaps 
may have been slightly misunderstood 
because I could not accept, and I would 
not have thought he would accept, that 
the Post Office was not also pursuing 
the national interest. There’ is a national 
interest which amongst other things 
includes a national interest in having an 
efficient Post Office Corporation and 
having efficient communications in this 
country. That is one aspect of the 


national interest. There are other aspects 
of the national interest which are of 
particular concern to the D.T.I., there 
are others of particular concern to the 
Treasury, for example, the balance of 
payments. There are other national 
interest aspects of concern to the Depart- 
ment of Employment. Each department 
is concerned with a different aspect of 
the national interest. The total national 
interest is not looked after by any one 
department but by the different depart- 
ments making sure that their particular 
aspects of the national interest are 
properly taken into account. 

136. Do you not see a big distinction 
regarding a department which sees as 
its job only the provision of the best 
possible service that it can provide and 
taking decisions which are based on a 
balance of many different factors? It 
is quite clear from evidence to the 
Committee from the Post Office and the 
Ministry of Posts and Telecommunica- 
tions that they see this distinction. They 
think it is in the Department of Trade 
and Industry that the many different 
considerations — the health of the manu- 
facturing industry, exports, employment 

— should be dealt with? 1 accept that 

those matters are being dealt with in the 
D.T.I. , but I do not accept that they 
are the whole of the national interest. lit 
the last resort — and I am talking particu- 
larly about the Ministry of Posts and 
Telecommunications and not the Post 
Office Corporation as such — the Minister, 
Sir John Eden, will be a party to what- 
ever decision the Government may take. 
If the Government took a decision that 
the Post Office had got to buy something 
it did not want to buy because of some 
other national interest, then the Minister 
for Posts and Telecommunications would 
be a party to that decision just as much 
as the rest of the Government. 

Chairman. 

137. The part of your statement that 
worried me was the suggestion of equality 
between departments. It is obvious to 
me that the Treasury is the holder of the 
purse strings if it comes to the crunch 
and is the one that will win out for 
obvious reasons. Certainly historically 
this has been the case. This surely des- 
troys your notion that the national 
interest is being hammered out as between 
four or five equal departments of state? 
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Some may be more equal than 

others. 

138. You bet! 1 would not accept 

that the Chancellor of the Exchequer 
wins every time. 


Mr. Golding. 

142. They are questions that ought to 
be capable of answer now if you are 
going to make a decision or advise in 
five months’ time. 


Chairman .] The record is jolly good. 


Mr. Golding. 

139. How many people have you in the 
Department working on this question? 
How much effort are you putting into 
this particular problem as compared with 

the Post Office itself? 1 would not 

venture comparisons. (Mr. Nichols .) As 
to the effort we have on it, we do not 
involve our people entirely solely on 
single jobs. My division is responsible 
for a large amount of electronics and 
computers and things of that kind. It 
would be difficult to isolate at any one 
time who was working on one thing. 
The division is 116 strong. Of that num- 
ber 35 are qualified scientists and 
engineers. We also have outside an ex- 
ternal adviser who is an ex-senior 
member of the Post Office. We have 
within the Department the equivalent of 
three people working full time on con- 
sidering this particular class of problem. 

140. The class of problem, or the 

problem? We were talking about 

TXE4. I think there is more to it than 
just TXE4 in considering the telecom- 
munications problem. 

141. I have several questions I wish 
to ask formally so they can be put on 
the record even if the answers are not 
ready. They are the type of question 
which should be answered at this point 
in time. 

First, is the Post Office estimate that 
System X cannot be introduced generally 
until about 1982 a realistic one in view 
of the advice of the Department’s 
advisers? What reports have the Depart- 
ment received about the development 
work to which they themselves have con- 
tributed financially? (Mr. Bullock.) 

I find myself in some difficulty here. 
Might I accept the suggestion that we 
submit a note to the Committee?* 

Chairman .] Yes, certainly. 


Secondly, if the Post Office estimate 
that System X cannot be introduced 
generally for about ten years, then is the 
TXE4 a better interim system for main 
telephone exchanges than the crossbar 
systems that can be supplied by British 
manufacturers? 

Thirdly, if the Post Office view is that 
the TXE4 system is superior to British 
crossbar because of the wider facilities 
and better service it can offer to the 
customer, is it possible that British cross- 
bar systems could themselves be improved 
to meet the Post Office needs in the short 
time available? 

If the time lag in modifying British 
crossbar equipment rules out this possi- 
bility, could the Post Office consider buy- 
ing Swedish crossbar which could be 
developed to meet the needs of the 
British Post Office? 

Whilst the Post Office are apparently 
convinced that the TXE4 system will 
best meet their needs in the main 
exchanges, some doubts have been 
expressed whether TXE4 equipment is 
likely to be attractive to telephone 
administrations in other countries. Is 
there, therefore, any merit in the 
argument that it would be easier to 
export British crossbar than British 
TXE4 equipment? How reliable are the 
TXE2 and TXE4 systems? 

Lastly, is it reasonable to reach con- 
clusions on this point before the M 
potential of TXE4 has been demon- 
strated to possible customers? If the 
Post Office suggestions are adopted to 
use crossbar equipment in the switching 
exchanges, but TXE4 in the main 
exchanges, would not the manufac- 
turers have a stable home market in both 
fields and therefore an opportunity to 
sell both types of equipment overseas! 
It is not also true that the British Post 
Office have a substantial lead over all 
other countries in the development of 

this type of exchange? Might we then 

submit a paper on that?* 


* Appendix 4. 


* Appendix 4. 
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Chairman. 

143. Might you be able to do so by 

next week? We will try. 

May I make one comment on the 
questions because I am worried about 
some of them being addressed to us at 
all? For example, the question as to the 
reliability of certain types of exchange 
is one we cannot answer. It is not our 
business to answer that question. You 
must ask the Post Office or the Ministry 
of Posts and Telecommunications that 
question, with great respect. We can 
only take their word for the reliability 
of these exchanges. They have all the 
information. 

Mr. Golding. 

144. Would you not take advice from 
outside the Post Office in a situation in 
which you are trying to adjudge the 
national interest? Have we not a situa- 
tion in which many manufacturers are 
challenging the technical assumptions of 
the Post Office? Are you really saying 
that in a situation like this where there 
is technical conflict your Department 
responsible in some way for the manu- 
facturing industry will seek technical 

advice only from the Post Office? 

I did not say that precisely. Of course 
we talk to the manufacturers, but the 
fact of the matter is that the Post Office 
as the people who actually operate the 
telephone exchanges and the rest of the 
installations are the only people who 
have the operating records and statistical 
material. If they say black is white — 


and I am not suggesting they would — 1 
do not know how anyone could prove 
that the contrary is true. 

Chairman .] Surely there must be out- 
side of this country some information 
available to you? 

Sir Henry d'A vigdor-Goldsmid. 

145. Do you not think Mr. Bullock 
could help the Committee best by saying 
what he can and what he cannot answer? 
It would be for the Committee to make 
its conclusions from what he cannot 

answer? I was merely warning you I 

would probably find it necessary to say 
in our written comments that there are 
some points we cannot properly answer. 

Mr. Crouch. 

146. Mr. Bullock, are you not also 
concerned in a wider capacity with 
decisions affecting the electricity, gas anc 

aviation divisions? 1 attempted t( 

explain at the beginning that I had j 
number of industry divisions responsible 
for the interests of practically the whole 
of private manufacturing industry. Just 
as we have been discussing the part 
which the Electronics Division plays in 
relation to the Post Office, so other 
divisions under my responsibility are 
concerned, for example, with the Central 
Electricity Generating Board’s ordering 
and its effect upon the plant industry and 
the gas industry’s ordering and its effect 
upon that industry and so on. We have 
the same role right across the board in 
relation to the other industries. 


Mr. M. R. Garner, Head of Electricity Division, and Mr. P. G. Hudson, Head of 
Civil Aviation Division 1, Department of Trade and Industry, called in and 
examined. 


Chairman. 

147. Yes, Mr. Liverman? -(Mr. 

Liverman.) Might I explain how my res- 
ponsibilities relate to those of Mr. 
Bullock? My job as a Deputy Secretary 
covers the responsibility for some of our 
nationalised industry divisions. Mrs. 
Spencer, Head of Gas Division, for ex- 
ample, reports to me. I also have a 
general responsibility for co-ordinating 
our policy towards the whole range of 
nationalised industries for which the 
Department is responsible just as Mr. 
Bullock’s responsibilities cover a range 
of industries. 


148. What advances ’nave occurred in 
your examination of projects since the 
Report of the Select Committee on 

Ministerial Control? 1 can give the 

Committee some examples though of 
course this is a continuous process. We 
are always trying to improve our 
methods of examination with the aid of 
reports from the Select Committee and 
our own experience and exchange of 
experience with other departments like 
the Treasury. One example I would like 
to give is that I think we are putting now 
more emphasis on the evaluation of 
alternative methods of meeting a given 
demand. It is not, we find, always a ques- 
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tion simply of evaluating a specific 
proposal, estimating the return on capital 
and examining what the nationalised 
industry has done in that respect but of 
looking at two or more ways of meeting 
a given increase in demand for electricity 
or gas or whatever it may be and con- 
sidering which is the better of these. In 
this sphere the nationalised industries are 
giving more attention to this very 
difficult question of the treatment of 
risk and uncertainty. I would not claim 
that we have yet reached an ideal answer 
or some simple formula for dealing with 
this, but we axe more conscious of this 
factor and try to bring it more into 
assessments. 

Rather on the same line of thought, 
there is one element we are increasingly 
aware of in the examination of projects 
which cannot be translated entirely into 
a return on capital, that is, the element 
of flexibility. If certain things turn out 
differently from one’s forecasts, as they 
usually do one way or another, some 
solutions to the problem may have more 
flexibility in adapting themselves to those 
changed circumstances than another way 
of dealing with it. 

The final example I give at this stage 
on the same line of development is 
looking at what specialists engaged in 
this sphere call the “ robustness ” of a 
certain solution: if one has a range of 
alternatives, one of them may be better 
adapted than the others to deal with 
variations in the more sensitive assump- 
tions about the rate of economic growth 
or whatever it might be. 

Sir Henry d’ Avigdor-Goldsmid. 

149. This introduces my King Charles’ 
head which is public dividend capital. If 
you introduce public dividend capital 
into the nationalised industries, this gives 
you a very large measure indeed of 
flexibility. It reduces the debt and 
increases the non-remunerated share 
capital. I would like to have your views 
on the applicability of public dividend 
capital to provide flexibility not only in 
the two industries in which it does 

feature, but across the board? 1 quite 

see that one can regard flexibility as an 
attribute of public dividend capital, but 
I was not using “flexibility” in that 
sense. I was using it in a more physical 
or technical sense to consider the cap- 
ability of a particular form of develop- 


ment in particular steelworks or power 
stations to deal with variations in the 
growth of demand or the pattern of 
demand. 

To answer the question more directly 
the case, for introducing public dividend 
capital into some of our nationalised 
industries has rested primarily on the 
fact that some of them are rather 
particularly liable to cyclical changes as 
in the case of steel or to the unpredict- 
able elements of international competi- 
tion. Others, like gas and electricity 
though certainly subject to a degree of 
fluctuation, on the whole follow a 
steadier course over the years. It has not 
then been our departmental or govern- 
ment thinking so far that public dividend 
capital should be extended to industries 
of that type, namely, the type exemplified 
by gas and electricity. 

150. How would it appeal to you, 
instead of going through this long, tire- 
some business of finding an annual 
target for the industry, to let them 
declare such dividend as they could? — 
The question of whether or not one fixes 
a financial objective is a different one, if 
I may say so, from whether or not one 
has public dividend capital. We have 
fixed financial objectives for gas and 
electricity who have no public dividend 
capital, but equally it is the Govern- 
ment’s intention to fix a financial 
objective for steel and for the airways. 
(Mr. Hudson.) This has already bees 
done in the past for the Airways Cor- 
porations. (Mr. Liverman.) Both Steel 
and B.O.A.C. have public dividend 
capital. 

151. You have a target for the Air- 

ways as well as public dividend capital 
then? That is correct. 

Mr. Golding. 

152. When you are taking an invest- 
ment decision about one particular 
industry, say electricity, do you make an 
assessment of its impact upon coal and 
are fuel policy decisions taken rather 
than investment decisions for a particular 

industry? Certainly when decisions 

are _ taken about investment in power 
stations these are accompanied or fol- 
lowed by decisions on the type of fuelling 
for the power stations which require 
ministerial consent It is indeed the case 
that fuel policy considerations are very 
much in mind in the taking of these 
decisions. 
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Chairman. 

153. To what extent, when you have 
accepted submissions for new projects 
and so on, do you check back subse- 
quently to see how valid the submissions 

made to you were? This is a matter 

which is concerning us increasingly. We 
have had discussions with the Treasury 
and with each of the nationalised indus- 
tries. In varying degrees they all are 
carrying out a certain amount 'of back 
checking. We have found that this is a 
very difficult exercise because if one is 
checking the outcome of an investment 
decision with the forecasts made at the 
time the decision was taken, one cannot 
do this completely until the asset has been 
built and has been operating over its 
working life. Circumstances can change 
considerably during the 20 or more years 
that a power station is working. Thus a 
comprehensive back checking can be 
done only after a very long lapse of time. 
Equally one can do a certain amount of 
back checking at any given stage. We 
could say now that looking at certain 
decisions which were taken, say, five 
years ago a number of the assumptions 
made at that time have not been borqe 
out by events in one way or another, the 
growth of the industry has fallen below 
forecasts or the forecasts of pricing have 
not been borne out. It is then a rather 
imperfect operation at the moment, but 
it is one that we as a Department and 
all our nationalised industries have very 
much in mind and on which we are 
working. 

154. Is the onus in general on the 

industry concerned or do you have your 
own inspectorate to check up on out- 
come as opposed to promise? The 

onus is primarily on the industry con- 
cerned. Our interest would be rather to 
check that they are seriously addressing 
themselves to this and, in the case of 
certain major projects with which the 
Government have been involved closely, 
to learn what the outcome of back 
checking has been. 

155. I take it you are not specially 
happy about the forecasting ability of 
industries particularly over recent years 
because there have perhaps been a few 
too many moving factors— change in the 
value of money and so on — but have you 
had any discussions with the industries 
for which you are responsible in terms 
of trying to improve the performance of 


forecasting? Oh, indeed, we have 

The question of forecasting of demand of 
electricity, gas, steel or whatever it may 
be is always one of the central features 
oi our discussion of investment pro- 
grammes. Naturally one is looking not 
onLy at the current forecasts but at how 
forecasts have turned out in the past. 


Sir Henry d’ Avigdor-Goldsmid. 

156. But for these nurposes is there 
any real distinction to be drawn between 
the nationalised industries and the private 
sector? Do not wrong investment deci- 
sions show up in the private sector 
within a reasonably short period and is 
there any reason why they do not show 

up equally in the nationalised sector? 

Obviously they have a great deal in 
common, particularly with any large con- 
cern in the private sector. There is one 
feature present in perhaps an unusual 
degree in the nationalised industries. 
That is that they are operating very much 
as integrated systems so that if one took 
a power station, for example, it is very 
difficult if not impossible to disentangle 
the results from an investment decision 
in that single power station from the 
results over the electricity system as a 
whole. Mr. Garner might be able to 
elaborate here. (Mr. Garner.) An industry 
like electricity, having an unusual gesta- 
tion period and a long operational period, 
is probably at one end of the range in 
as much as there must be very few private 
sector industries which have an equally 
long gestation period and such a long 
period of effective utilisation of plant. 
Nevertheless an industry like chemicals 
or oil putting down a big refinery might 
be in a somewhat similar position. If it 
was said, “ Well, if they can do it, can it 
not be done for electricity?", I would 
suggest looking at a case in point. The 
last big project considered within the 
government machine in the sphere of 
electricity was the Hartlepool power 
station. That examination went on in 
1968, four years ago. That seems a 
decent interval to look back, but the 
station is not built yet The first set is 
not yet completed. We are of course 
already aware that many of the assump- 
tions that went into that exercise have 
been falsified by the events: the cost of 
construction, the time it would take to 
complete the station, the relative price of 
coal — all these things have changed 
enormously. 
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Chairman. 

157. Moving away from electricity 
supply and taking nuclear generation 
programmes, were not the shortcomings 
of that system exposed in the short run 

rather than the long? The Hartlepool 

station is in fact a nuclear station. As I 
say, some of the assumptions which went 
into the calculations have clearly been 
changed in that it is taking longer to 
complete the station than was expected. 
It may be, though this again of course is 
far from clear, that the station, through 
various technical difficulties that have 
since manifested themselves, will not 
come up to the most optimistic expec- 
tations at the time of planning. How- 
ever, as I was saying, on the other hand 
what it is being measured against and 
the assumptions used have changed 
fundamentally in as much as the coal 
prices brought into the calculations in 
1968 are vastly different from the coal 
orices we would have to think of today. 

I was coming round to concluding 
firstly that it is extremely difficult to 
back check on these kind of decisions 
because whatever we said now we would 
be taking a different view on a back- 
checking exercise, I am certain, in five 
years’ time because again all assump- 
tions and expectations would have 
changed. That is one difficulty about 
back checking in relation to electricity. 

Secondly, as to the lesson we draw, 
as Mr. Liverman has been saying in 
reply to the earlier and basic question, 
we must devote far more attention to 
the assumptions that are fed into all 
these appraisal exercises and we must not 
spend an awful lot of time polishing and 
re-polishing the assumption so that it 
is a little more or a little less but work 
into the equation systematic allowances 
for the vast changes in the assumptions 
that in fact seem to take place. It is 
from that point of view that looking 
back has affected our thinking rather 
than doing a lot of calculations. 

Mr. Crouch. 

158. To what extent is the Department 
concerned with the assumptions? I have 
looked back at the evidence you gave to 
the Committee five years ago. As Mr. 
Garner has hinted there are of course 
changing conditions in all industries such 
as we are considering here, whether fuel 
and energy policy, aircraft corporations, 


the purchase of aircraft or whatever it is. 
Is any one of you, in the consideration of 
an investment recommendation, cod- 
cerned with the assumptions that are 
being made or do you regard that as 
policy already established that you cannot 
alter? 

Taking just present fuel policy for the 
moment, we all know this is something 
that deserves a great deal of thought at 
the present time. It is as if there are 
four or five different balls in the air. The 
price of oil is going up, the price of coi 
is going up. It may be necessary to con- 
sider, as the Select Committee has con- 
sidered in the past, just to what extent 
we can allow the coal industry to decline. 
Equally we have to consider whether we 
are getting an efficient usage of our fuels, 
oil and coal, and particularly coal, and 
whether some studies should not be made 
of greater efficiency in the conversion of 
that fuel into energy. Then there are 
other such things as the advent of gas 
in much greater quantities and perhaps 
the need or desire of electricity boards to 
use gas rather than coal for conversion 
to electricity. Then there is the progress 
of nuclear power and the scientific 
developments that are not yet proven. 
All these things affect the assumptions 
fed in and of course affect the investment 
recommendations. Also there is the 
question of pricing policy. Someone has 
to consider that because it can affect 
demand. One can make fuel more expen- 
sive, one can make power more expensive 
making industry produce everything more 
expensively which may be a disadvantage 
although more money can be made for 
the nationalised industries. 

I am merely throwing a lot of balls 
into the air to see if any of the witnesses 
can say whether these are factors fhat 
concern the Department when they make 
recommendations about capital invest- 
ment or whether they are not required 
to take them into consideration but 
assume they are handed down from the 

Minister? (Mr. Liverman.) I can try 

to give some answers to the question. 

To start with, there are certain basic 
economic assumptions which are fed in 
by the Government every year to the 
nationalised industries for their invest- 
ment plans. These on broad lines are 
dealing with such matters as the expected 
rate of economic growth and the main 
components going into that. That is 
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essentially a contribution from the 
Treasury to the exercise. 

Coming to the question of fuel policy, 
here at various points in time the 
Government will have made some state- 
ments of policy. The present moment is 
a bad one to take as an example because 
as the Committee know the Government 
have a review at an advanced stage and 
there has not been any recent compre- 
hensive statement of fuel policy which 
can act as a guide. Certainly the general 
strategy of fuel policy is an element very 
much in the Department’s mind when we 
examine the corporate plans and the 
investment programmes of the fuel in- 
dustries either separately or collectively. 

As to the efficient use of fuel, this is 
a matter which is primarily within the 
sphere of each of the nationalised 
industries. The Department comes into 
it in this way only, I think, in that the 
Secretary of State has a statutory duty 
to approve the research and development 
programmes for each of the fuel indus- 
tries in which of course increased 
efficiency in the use of primary fuel is 
an important element. He has the advice 
of an advisory committee to assist him 
in that. 

Efficiency comes into the exercise in 
another W'ay in that when we consider 
the corporate plans and investment pro- 
posals of industry, they would of course 
indicate how far they were reckoning to 
achieve an increase in efficiency. This 
would be a matter for discussion with 
them. 

Pricing policy is again a subject which 
would come forward for discussion on a 
corporate plan. The rather broad lines 
set out in the White Paper Command 
3437 covered this. We would go on from 
those broad lines to discuss with each 
industry how they would be interpreted 
for the particular circumstances of each 
industry. However, I have to add a pro- 
viso that at present there is an overriding 
consideration on pricing policy in the 
Government’s wish to contain inflation 
and the price restraint in which the 
nationalised industries in common with 
private industry have co-operated. 

Sir Henry d’ Avigdor-Goldsmid. 

159. This is really the kernel of the 
Committee’s inquiry, the quality of in« 
vestment decisions. Do you not feel that 


the sooner the result of investment 
decisions is known the more likely it is 
that the next decision will be correctly 

influenced? 1 am not quite sure about 

that . . . 

160. Let us take electricity generation. 
We do not have to have a long inquiry 
into this, but it is accepted that certain 
types of reactor have not been a success. 
How soon did that information get to 
the planning branch of the departments 
or industries responsible for making the 

new decision? (Mr. Garner .) I have 

to ask you, I think, to be a little more 
specific because, for example, the elec- 
tricity industry certainly would not regard 
the Magnox reactor as not a success. 

161. I do not wish to interrupt you, 

but surely Magnox was linked with plu- 
tonium production and when plutonium 
was not wanted it ceased to be a particu- 
larly economic way of conducting the 
generation? Certainly, but the Mag- 

nox reactor would be claimed by the 
electricity industry to have fulfilled to a 
very substantial degree the expectations 
at the time it was introduced. Of course, 
in a rapidly advancing technological 
field it has been superseded, there is no 
question of that. Nobody would build 
a Magnox now, but these Magnox deci- 
sions were taken back in the period 
1956-64/65. Admittedly, as is well 
known, the Magnox station has suffered 
from corrosion and this is a setback, but 
in general Magnox stations are regarded 
by the electricity industry as having a fair 
performance. 

The next generation system is of course 
the A.G.R. Undoubtedly these have run 
into technical difficulties in the course of 
construction. That information was very 
soon transmitted to the Department and 
judgments had to be taken primarily by 
the Board but secondarily by the Depart- 
ment as to the extent to which it was 
right to go on with ordering the stations 
and constructing them. This is an 
element finally in the review which the 
Government are at present undertaking 
on future nuclear strategy. 

However, if your question is, are we 
informed, I would say that as soon as 
there is any definite information about 
technical difficulties, yes, we are 
informed. 

162. But surely, Mr. Garner, this is 
just the point. If there is definite infor- 
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mation it is not for me to suggest you 
would withhold or suppress it. What I 
am inquiring about is the sensitivity 
which you may or may not have at 
getting the message before it is actually 
proved that the A.G.R. is a failure. This 
seems to me inherent in the point the 
Committee are attempting to get at of 
making the correct investment decision 
which needs a high degree of sensitivity 

as to what is in fact going on? It is 

difficult to claim total knowledge. I 
certainly would not claim total know- 
ledge, least of all in a sphere for which 
I am not answerable myself. I can only 
say that we make it our business to keep 
in close touch with the electricity indus- 
try. We have our technical division who 
are equally in touch with the technical 
people in the Generating Board and the 
electricity boards and keeping a close 
watch on the technical journals, the 
learned bodies, discussions on develop- 
ments and opinion overseas. One can 
then only say that we are at the centre 
of a network of information flow. 

163. Yes, but would it not be right to 
say that the decision to build the A.G.R. 
was one that involved so many people 
in so many different forms of activity 
that you built up a sort of mass of 
expertise all directed to this one point 
and therefore, because of this mass, it 
took longer to convince them all that it 
was not a runner than could have been 
done by people not responsible for that 

decision? One can never draw a 

hard and fast line in these matters. If I 
may use the Magnox as an illustration 
rather than the A.G.R.s, corrosion, for 
example, was the factor which certainly 
was a setback for the best hopes for the 
Magnox. The information which finally 
led to this judgment about the technical 
problems in Magnox was information 
accumulating over many years. Event- 
ually it is sparked off by a discovery of 
actual corrosion, but the technical infor- 
mation builds up over long periods. At 
any point in time in the first instance it 
is very much a matter of technical judg- 
ment and secondly of overall managerial 
judgment as to whether there is a situation 
here that calls for a change of approach. 
One can only say that in the Department 
we do our best to keep in touch with all 
sources of opinion and all nuances in 
order that we can ask these sort of ques- 
tions of the Generating Board in the 


course of the investment review — “ Is ^ , 
still the right course to be following and 
to be considering? ” — and we would have 
said, if it had come up last year, “ Is this 
still the time to be contemplating build, 
ing A.G.R.s?”. 

164. The first question I addressed to 

the witnesses at the meeting of the Select 
Committee of 21st June was, “ ... the 
efficiency of nationalised industries and 
to some extent the cost of their product* 
is determined by decisions made largely 
anything from five to ten years pre- 
viously.” You would go along with 
that? Yes. 

165. I then asked what source of infor. 
mation they had as to the correctness of 
those decisions without waiting for things 

to fall apart? 1 subscribe to the view 

that current costs are affected by 
decisions taken ten years ago because 
clearly a great deal of electricity gener- 
ated in this country is based on plants 
ordered or built in the sixties. 

As. to a judgment on these decisions, 
certainly from time to time we are 
revolving in our minds such things, for 
example, as, “ Was the decision in the 
early sixties to standardise on the 
500MW set a correct one? ”. Work has 
been done in the Deparament, but it goes 
back rather to what I was saying earlier: 
even now, with all the time that has 
passed, we are unable to give a definitive 
answer as to whether that was a right or 
premature decision. 

166. Do you not think you ought to be 
considering not the answer but setting up 
some machinery for getting at these son 

of answers? No, the point I am 

making to you, Sir Henry, is that we are 
unable to answer the question because 
all the costs and benefits are not yet in. 
For example, we have had delays is 
getting the 500MW set built and we have 
had technical difficulties and setbacb 
with the design of the sets after they 
were built, but those difficulties have 
been and are being overcome. Whether 
in the life of a set the 500MW decision 
on standardisation will be seen to be 
good or bad will depend on the future 
availability of these sets. One wifi have 
to measure this against certain assump- 
tions as to whether a 100MW/120M? 
set with its costs and performance 
characteristics over that same time spat 
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would give a better or inferior perform- 
ance. These are great areas of judgment 
and uncertainty. However, I accept your 
point and would confirm that we there- 
fore look at these questions and ask 
ourselves the question, “What lessons 
can be drawn from the undoubted 
difficulties that have arisen from these 
past decisions?” 

167. But do you not think it would 
be better to try to draw those lessons a 
little sooner because we now have got 

to over ten years on the time-scale? 

I am sorry if we seem not to get a 
meeting of minds on this. The point I 
am trying to make is that even after ten 
years we still are not able to give a 
definitive answer: we do not know 
whether it has been advantageous or 
not. I imagine the Generating Board 
would say it has been advantageous, but 
we still ask ourselves the questions and 
are waiting to see. 

Mr. Crouch. 

168. What interests the Committee 
most of all is the relationship between 
the sponsoring Ministry and the 
nationalised corporation, the interface 
between the two, where the decisions are 
made and who makes the decisions, who 
influences the decisions and how those 
influences are brought to bear on the 
sponsoring department. Taking a 
smaller detail, I think of a case where 
the National Coal Board invested some 
£10 million some years ago in a pit which 
they subsequently decided to close 
because it was uneconomic and the £10 
million-worth of equipment is left under- 
ground in these circumstances, as you 
know. That I think is worthy of some 
sort of inquest to establish, “ Was that a 
good decision? The answer might be, 
“ Yes, it was ”, or “ It was a pity but 
could not be helped because of changing 
economic and social conditions 
Equally now the Coal Board are making 
other decisions to invest in pits. Could 
not someone above the Coal Board level, 
perhaps in the sponsoring department, 
say, “ Hold your horses on tins invest- 
ment, consider this one again?” I am 
thinking here of the installation of coal- 
washing equipment. I am not saying it 
should not be done, but I wonder whether 
this relationship of Corporation to Minis- 
try is one you can explain in some greater 
detail to illustrate the investment decision 


situation? (Mr. Liverman.) I cannot 

answer the question about coal in detail. 

. 169. I use that merely as an illustra- 
tion? If the Committee wish to follow 

that up, we could arrange a future 
session with the attendance of the head 
of our coal division. 

However, taking it as an illustration, 
clearly there are some cases where a 
decision can be shown to have been a 
wrong one. Without taking the time span 
of which Mr. Garner was speaking, if 
one develops a pit then has to close it 
down, if one builds a power station that 
does not work or if one buys an aero- 
plane that cannot fly, obviously some- 
body has made a rather serious mistake. 

As to the relationship between the 
nationalised board and the Department, 
the investment proposals would be put 
forward under the procedures with which 
the Committee are familiar both from 
our current memorandum and earlier 
documents. This is the occasion for 
examination by the Department of the 
proposals by the N.C.B. and other indus- 
tries which ultimately require the ap- 
proval of the Secretary of State. One 
should I think look at this in stages. The 
first stage — and this is the purpose of our 
corporate planning exercise — is to make 
sure that the general strategy and objec- 
tives of the industry are in line with 
government policy. In the case of coal 
this would cover such things as the 
general scale of investment. 

When it comes to more specific 
proposals such as development at a 
particular pit or a particular extension 
of the electricity or gas systems, then the 
extent to which the Government are 
concerned depends rather on the scale 
and importance of the project. This we 
have tried to explain to the Committee 
in the memorandum. 

We are not therefore necessarily 
involved in each and every investment 
project of the nationalised industry, but 
we would expect to be consulted about 
those of major importance and would 
give them a good deal of attention. 

Finally, there is an area of technical 
judgment as to which particular pits or 
which particular type of development 
should take place in a pit where the 
responsibility must rest, very correctly, 
on the Board itself and on the manage- 
ment of the Board and to which we in 
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the Department cannot, and do not aim 
to, bring a parallel expertise and where 
the extent to which we would question, 
or feel it right to question, the judgment 
of the nationalised industry is rather 
limited. 

Mr. Golding. 

170. How important do the Depart- 
ment view the balance of payments to be 
when decisions about investment are 
taking place? To take up the point of 
coking coal, the pits in north Stafford- 
shire are finding it difficult to find 
markets in south Wales because of the 
importation of coking coal. Would the 
Department take imports /exports into 
account in advising on decisions? How 
far do you think social costs are taken 
into account when taking decisions? For 
example, when reviewing the cost of pit 
closures, do you do a calculation of the 
financial cost to the state of redundancy 
payments and the like? Do you make a 
financial appraisal of what it has cost 
the Departments of Employment, Social 
Security and others, or are these just left 
in the grey area of “ social cost ” with 
no accountancy? As to the machin- 

ery of government, I do not think this 
nakes a very dramatic change to the 
lecision-making process for this reason, 
-lowever the machinery of government 
is arranged, the various considera- 
tions of the efficiency of the industry, 
the circumstances of the manufacturing 
industry which supplies the nationalised 
industry, the export picture, employment 
considerations and so on are all fed into 
it by the relevant responsible division of 
the Department. Bringing a lot of these 
interests together in one Department has 
made that operation a little easier, and 
some of these things can be resolved 
more readily within a department as 
opposed to being fought out at Cabinet 
level by different Ministers. 

A specific simplifiation in our pro- 
cedures came about at an earlier stage 
of reorganisation when the Ministry of 
Power became one with the Ministry of 
Technology. We then found my people 
and Mr. Bullock’s people, the nationalised 
industries and private sector supplying 
industries including the nuclear industry, 
all the people with those responsibilities, 
working in the same Department as those 
with the sponsoring responsibility for 
the nationalised industries. This then 


has helped, but I would not like to over- ♦ 
dramatise it. 

The second part of the question con- 
cerned how far we took into account 
the social costs, for example, on pit 
closures. This has been done in certain 
cases in accordance with the White Paper 
principles. This was the case, for , 
example, in the cost benefit study leading 
to the decision on the Hartlepool power • 
station. There was a careful assessment 
of the resource costs and the social costs 
at that time. That is one major and, if 
you like, rather exceptional case. Over 
and above that of course there is built 
into government policy a series of . 
measures to deal with the regional and 
social consequences, for example, the .. 
special redundancy. schemes for miners 
and the various regional incentives. (Mr. 
Garner.) Although we might not look at 
a pit closure in relation to an electricity 
investment decision, nevertheless, it is 
part and parcel of our examination of the 
long-term electricity development pro- 
grammes to have regard to the impHca- * 
tions for, amongst other things, the use • 
of coal. In considering the extent to 
which the electricity industry should in- 
crease or reduce over the longer term its 
use of coal, social cost benefit calcula- 
tions are made about the implications 
for the mining industry and mining 
employment. However, these are fed in, 
as one might say, as general parameters 
in the examination of the long-term 4 
pattern of investment in the electricity 
industry. This has a bearing also on the 
proposals for conversion of power 
stations which of course again is part and 
parcel of a capital investment programme 
because conversions cost money. 

171. But generally you do not count • 
the financial cost of redundancy in the 

coal-mining industry? The exchequer 

cost is another calculation. The plus and 
minus of various exchequer flows is a 
third calculation which can be. made 
which I think it is fair to say is very 
much a third rather than a second. place 
calculation. The first calculation is the 
one the industry does which is in terms 
of its cost flow and the financial cost 
The second is that done long term. This 
underlies energy policy and the message 
given to the electricity industry about 
the balance and level of coal consumption 
and use of other fuels. This is what wt 
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would call a social cost benefit calcula- 
tion which feeds in adjustments to the 
costs and, therefore, the displacement 
of miners. Mining unemployment clearly 
has a social cost which ought to be 
reflected in these calculations. That cost 
benefit calculation is made and affects 
the Government’s thinking about the 
level of coal consumption which the 
electricity industry is to take into account 
in its planning. This feeds back on the 
plans of the electricity industry for con- 
versions from coal to other fuels and on 
its plans for new stations. 

Mr. Dormand. 

172. But these matters are essentially 

for the D.T.I. surely? I thought that was 
the main purport of Mr. Bullock’s initial 
contribution. Am I wrong in assuming 
this? (Mr. Bullock .) I may uninten- 

tionally have misled you if I gave that 
impression. In my part of the D.T.I. we 
are not concerned with social costs of the 
kind described. I am responsible for the 
interests of the sectors of private industry 
for which my divisions are responsible, 
the effects on them, their economic pros- 
perity their employment, their general 
well-being and their future, of invest- 
ment decisions. 

Chairman. 

173. Yes, but amongst other things, 
Mr. Bullock, you stated that your Depart- 


ment as well as other departments had 
the good of the nation at heart, or some- 
thing similar to that. When you run up 
against a question of social cost, do you 
still have the good of the nation at heart, 
or does someone else take over at that 

point? Social costs of investment 

decisions by the nationalised industries 
would be taken into account by the 
people who are dealing with those in- 
vestment decisions of the nationalised 
industries. 

174. Within the Department? (Mr. 

Liverman .) Yes, but not Mr. Bullock’s 
part of the Department. 


Mr. Dormand. 

175. To be specific on this and use the 
example which has been mentioned two 
or three times, the nuclear power station 
at Seaton Carew was built on a coalfield. 
There was a tremendous outcry at this 
being a nuclear station instead of a coal- 
fired station. Who would take into con- 
sideration the view which was taken in 
the north-east at that time that it should 

have been coal-fired? The interest of 

the coal industry and the cost of displac- 
ing employees in the coal industry were 
taken into account very much in our cost 
benefit study. 

Chairman .] Gentlemen, thank you. 
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Mr. David Crouch. 

Sir Henry d’Avigdor-Goldsmid. 
Mr. Dormand. 

Mr. John Golding. 


Mr. Russell Kerr, in the Chair. 

Sir Donald Kaberry. 
Mr. David Stoddart. 
Mr. Tugendhat. 


Mr. J. G. Liverman, O.B.E., Deputy Secretary, Department of Trade and Industry, 
called in and further examined. Mrs. J. M. Spencer, C.B., C.B.E., Head of Gas 
Division, and Mr. P. G. Hudson, Head of Ciyil Aviation Division 1, Department 
of Trade and Industry, called in and examined. 


Chairman. 

176. Good afternoon. First, I have a 
few questions on the subject of the pro- 
ducing of corporate plans. Various in- 
dustries with which you are concerned 
do produce them, as we know. Is this a 
simultaneous development in the various 
industries or have the sponsoring de- 
partments taken the initiative and asked 

for them to be prepared? (Mr. Liver- 

man.) To some extent it has been spon- 
taneous, Sir. Many of the industries off 
their own bat have moved towards 
corporate planning techniques, but spon- 
soring departments have given this en- 
couragement and we are positively 
moving towards a system under which 
there will be a regular submission of 
corporate plans updated annually. We 
have not yet reached that stage. Pro- 
gress has not been uniform but so far as 
our Department is concerned we expect 
that at any rate by 1973 each of the 
nationalised industries with which we 
are concerned will have corporate plans 
presented to us in varying degrees of 
completeness and sophistication. 

177. What is the difficulty? Is some- 
one being a bit awkward at the other end 
or are there intrinsic difficulties in the 
way they operate as far as producing 

the plan is concerned? 1 would say it 

is entirely inherent difficulties of draw- 
ing up corporate plans. There is no 
obstruction that I am aware of. All the 
industries are committed to move in 
this direction as and when they are able 
to do so. 


178. You have 1973 in mind as the 
time when, with luck, you will have aL’ 
of them operating in this general way? 

There should be progress on all 

fronts by then. We have already got quite 
effective corporate plans for some of our 
industries. The gas industry is one ex- 
ample. 

179. What sort of time scale do you 
envisage these plans covering? What 
would you take as the average and what 
would be the maximum time you would 

agree to these plans covering? It is 

difficult to be precise, but I think in all 
cases they would cover a period of five 
years or longer, and in many cases they 
would extend up to ten years or even * 
longer than that. 

180. You would encourage that longer 

term view where practicable?— — Cer- 
tainly, in the full realisation that the 
longer ahead one looks the greater are 
the uncertainties with which one has to 
deal. ,> 

Mr. Dormand. 

181. I am not clear as to whether 
Mr. Liverman is saying that the D.T1, 
as the umbrella department, sees some 
merit in corporate plans. Does it? — 
Yes, we do. 

182. Are you in a position to insist, 
and do you say to the various depart- 
ments, that this is what you would like? 

We do see merit in them because 

we find they provide a useful, and indeed 
essential, background against which to 
view the investment proposals in the 
nationalised industries. We have made it 
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clear to the industries that we are ex- 
pecting them to develop corporate 
plans. The actual timing and the content 
of the corporate plan naturally vary 
from industry to industry. By and large 
we leave them to get on with it with 
a bit of encouragement from the De- 
partment. 

Chairman. 

183. What kind of projects are in- 
volved in long scale planning? In parti- 
cular, how would you see really big new 
projects being accommodated? For ex- 
ample, if there were a major scientific 
or technological breakthrough which 
altered the rules of the game, as it were, 
in regard to a particular industry, how 
would you see this long-term planning 
scheme accommodating that sort of 

development? Again I am afraid it is 

difficult to give an answer in general 
terms. We would expect the essential in- 
gredients of the corporate plan to include 
the financial prospects, the market- 
ing situation in the industry, the man- 
power situation and most certainly to 
take into account any major techno- 
logical changes that could be expected 
during the period of the plan. 

184. You have not quite answered my 
question. I am concerned to know how, 
in what would be tantamount to an 
emergency situation, the plans would 
accommodate a big new factor or factors 
entering into the situation. Do you think 

you have that sort of thing tied up? 1 

would like to move this towards the gas 
industry to give a specific example, be- 
cause this is an industry which has seen 
a good deal of technological change in 
the last few years and which may see 
more. I think Mrs. Spencer could help 
to illustrate this point. (Mrs. Spencer.) I 
could give you several examples, some 
going back a little time when we had 
not got a fully developed corporate plan 
and when it was the business of the 
Department or its predecessor to put the 
12 boards’ development programmes 
together to make what was then a corpo- 
rate plan; some belonging to the present 
time and showing, I think, the kind of 
thing in which you are interested. If we 
go back to the time when natural gas 
was found in large quantities in the 
North Sea, there was then just such a 
moment as you are thinking of when a 
big decision had to be made and had to 
be made pretty quickly, whether to bring 

394416 


the gas ashore and put it to use through 
the gas industry, whether to convert the 
country to direct supply of natural gas, 
or whether to supply the natural gas as 
a feed stock for the reformers which had 
already been built or which perhaps 
could be adapted to it. This was indeed 
dealt with in the Gas Council and the 
industry’s individual programmes and 
was then worked into alternatives be- 
tween at that stage the Department and 
the industry, because we had not got 
the fully fledged arrangement, should we 
go one way or should we go the other. 
On the ground of benefit from the use 
of resources it was decided first by the 
Government, and agreed fully by the 
industry, that we should go forward to 
direct supply of natural gas. This had 
at that stage two very important effects 
on investment. The first was that if the 
country was to go forward to natural gas 
there had to be a stop to the building of 
naptha reforming plant. I cannot re- 
member the precise date but either very 
late in 1966 or very early in 1967 the 
Minister of the day told the Gas Council 
and the Boards that, in his view, he ought 
not now to approve any further invest- 
ment in the reforming plant except where 
natural gas could not reach such-and- 
such a place in time, and therefore there 
would have to be some supplementary 
plant. This was accepted by the industry. 
The other, of course, was the estimation 
of the amount of money that would be 
needed for the natural gas scheme as a 
whole and for conversion, and these too 
were agreed. What has been done in the 
industry since is really the carrying out 
of this plan against the assumed supply 
of natural gas, which has astonishingly 
worked out so close to the assumption 
as to be really very remarkable. It is one 
of the things that has not gone wrong. 
It has turned out just right. A second 
example, which belongs to the present 
time, is that we do not know whether we 
will or whether we will not have the 
Ekofisk gas brought to this country. 
There is therefore in the present plan 
provision for that, should it happen, but 
equally the time has not yet come when 
any money need be spent on that if it 
does not happen; but if it happens it will 
happen quickly and therefore one must 
have provision, money written in, in 
case of need. A third example turns to 
the future: depending on the amount of 
gas available from the North Sea (and 
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I am not now expressing an opinion 
about that) there might be a need for 
some other supplementary supply of 
compatible gas. That could be supplied 
either by importing liquified gas or by 
manufacturing a substitute natural gas 
— something compatible with natural 
gas — in this country from oil feed stocks. 
This year’s corporate plan looks forward 
plainly to these alternatives. It is not 
committing or proposing a commitment 
of any money to it, but looking ahead. 
These are alternative routes for supple- 
menting or providing alternative supplies. 
The industry needs to look forward and 
see them, the Government needs to look 
forward and see them, and this is the 
forward looking part, the seeing of alter- 
natives, that a corporate plan should in 
our view produce so that, if possible, you 
are not caught out all of a sudden but 
do as much of the work as possible 
beforehand. 

Sir Henry d’ Avigdor-Goldsmid. 

185. Was there such a corporate plan 

in existence in 1966? No, not as 

such. We had at that time twelve what 
were called capital development pro- 
grammes from the twelve area boards 
and a supplementary programme from 
the Gas Council. It was really the 
business of the Department at that time 
to combine the lot into one. I tried to 
explain that at the time of the decision 
to bring in natural gas we were working 
(this was before we had a fully developed 
corporate plan but we were trying to 
do the same kind of thing) between the 
industry, the twelve boards and the 
Council. 

186. Would you say that the corpo- 
rate plan as now operated dates back 
to the immediate succession of 1966-67? 

1 think it has been growing over 

some years — I am speaking now only 
for gas. Two years ago saw the first 
approach to the real thing when we 
asked the Gas Council, because of the 
need to look at the gas industry from 
some points of view as one entity, to 
combine all the programmes into one 
with subsections dealing with each board 
and with the Council’s own programme, 
but to present a whole to the Depart- 
ment. The 1971 document was, in my 
view, the embryo of a corporate plan, 
and what we have this year I believe to 
be pretty well on the road and something 


which will be generally accepted as a * 
good corporate plan. I do not mea D 
by that that it cannot be improved, be- ’ 
cause it should be annually. 

Mr. Golding . 

187. Would the possible exhaustion oi 
North Sea natural gas be included in tbe 

corporate plan for coal? 1 am afraid * 

I cannot answer on coal. I can onlv 
answer on gas for certainty but, if yon ■ 
wish, we would try and get some 'in. 
formation. May I be quite certain that 

I have the question right? 

188. Is the possible exhaustion of 
natural gas in the North Sea and its 
possible replacement by imported fuels, 
either oil or natural gas, from other * 
sources a factor which is built into the 
plan for the development of coal? — 
(Mr. Liverman) If I could try to answer 
in rather general terms, when the Coal 
Board or any other nationalised industry 
puts forward its corporate plan it neces- 
sarily takes into account its assessment 
of the prospects for other competitive * 
fuels, whether they be gas or oil. Soto 
that extent it is a factor which is 
present in the corporate plan of any other 
industry which is affected either as a 
consumer or as a competitor. 

Mr. Tugendhat. 

189. Could you clarify the position of 
the electricity industry? Does that pro- 
vide one overall plan or does it provide i 
a number of plans in the way that the 

gas industry used to do? J am afraid 

that the head of the Electricity Division. 
Mr. Garner, who can answer this more 
precisely, will be coming along later, but 

I think that, as we have done in gas, we 
are moving towards a system in electricity 
where everything will be brought together .- 
by the Electricity Council and presented 
as a single corporate plan. I do notthini 
we are there yet. 

190. It seemed to me from what Mn 
Spencer said that the sophistication of 
the plans on which you are now workinj 
would not really have been possible under . 
the old structure, and that you have t« 
have some reasonably stronge sense of 
direction in the industry. Is that a correct 

inference? (Mrs. Spencer.) I think it 

would be fair and just to some of the 
area boards to say that individual boards 
for some years each had a very good 
corporate plan but that there was no! 
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such a thing for the industry as a 
whole. It is by encouraging the total 
industry approach that this has been 
made possible. 

Chairman. 

191. What sort of general economic in- 
formation does the D.T.I. provide to the 
industries? Does it pass on the Govern- 
ment’s long range economic forecasting? 

If so, in what form? (Mr. Liverman .) 

We do provide annually (and I think I 
mentioned this in passing in one of my 
answers last Wednesday) some basic 
economic forecasts which originate from 
the Treasury. These are not, I think, 
what one would normally call long range, 
but they would extend up to four or five 
years ahead, using a fairly broad brush. 
They would cover the expectations in the 
total growth of the economy in gross 
domestic product or however defined and 
the main components of this, for 
example, as between consumer expendi- 
ture and investment, but they would not 
generally go down into further detail than 
that. Each of the industries itself, of 
course, will be doing a certain amount 
of economic forecasting and will be in 
touch with other industries who may be 
their principal consumers, such as the 
steel industry with the car industry. 

192. It would be mostly on the basis 

of a five year look ahead, would it? 

That would be normal practice. 

193. Is your policy to encourage an 
even longer look than that? I under- 
stand that five years is par for the course, 
that you like to have a five year plan, 
but in addition I gather that you en- 
courage a further ahead look than that? 

That is right, for corporate planning 

purposes. 

194. Is the D.T.I. or any other depart- 
ment engaging outside experts to take a 

longer view? We are not employing 

outside advice on this. In consultation 
with the industries on corporate planning, 
which as we said may extend ten years 
ahead or more, certainly we exchange 
views with them on developments in this 
longer time scale and we have within 
the Department small teams of scientists 
and engineers who undoubtedly have 
something to contribute in this type of 
discussion. 
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195. To your knowledge are any of the 
industries that come within your purview 
employing such experts with or without 

help from Whitehall? Do you mean 

experts from outside or within? 

196. Outside experts, possibly con- 
sultancy firms going into the long range 
forecasting business on behalf of the 

industry concerned? Not to my 

knowledge, but it is possible that they do 
this without our knowledge. We would 
not necessarily expect to know this. 

Sir Henry d’ Avigdor-Goldsmid. 

197. With regard to steel, the im- 
pression we got from Lord Melchett was 
that five years was a minimum forecast 
and that they were thinking in terms of 
ten to fifteen years. What guidance or 

help can you give them in this? In 

terms of economic forecasting, as I said 
to the Chairman, we would normally not 
give projections beyond a five-year period, 
but we would be interested to know what 
sort of assumptions the industry them- 
selves were making about economic 
growth in this country, about imports and 
exports, and we would expect to engage 
in discussion with them. 1 think the 
difficulty is that, when you are looking 
that far ahead, you are moving very much 
into the field of opinion and judgement 
rather than one in which it is for the 
Government to give precise guidance. 

198. You would agree that certainly in 

the steel industry a five year look is 
rather too short? Certainly. 

199. Yet, taking into account the very 
large capital sums they have for invest- 
ment, somebody somewhere must be 
approving these ten to fifteen year looks 

they are giving? Yes, certainly. We 

expect to be in close discussion with the 
Steel Corporation in the near future over 
their long term plans and this takes us 
to 1980 at least. So it is very much an 
element in these discussions, to take a 
view not only on the growth of the 
economy generally in this country but on 
the competitive position of British steel 
with foreign steel and the relative roles 
of the public and private sectors. I do 
not wish at all to give the impression that 
these subjects are neglected or ignored. 
All I am saying is that these are not 
matters on which the Government feels 
able to give authoritative guidance, they 
are so far ahead. 
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Chairman. 

200. But the Government effectively 
has to give “ guidance ” because they are 
the ones who hold the purse-strings. 
When it comes to the “nitty-gritty”, is 
it you or the Treasury that says “Yes, 
you can have £800 million ” or “ No, you 
cannot ” or, if it is a mixture, what are 

the proportions? 1 do not think I 

could give a percentage there, Mr. Chair- 
man, but certainly the last word lies with 
the Government and for that reason we 
have to be satisfied in government that 
the assumptions on which long term plans 
are based are reasonable ones. We need 
to assess what degree of risk there is in 
an investment which is geared to certain 
assumptions and, of course, there can be 
risks of different kinds either way, if the 
investment is too low or if it is too high. 
This is very much a matter on which we 
have to form a judgement. 

201. Am I right in thinking that, when 
the application for this big money comes 
through, the judgement is made on the 
basis of your semi-technical assessment 
of prospects as to whether it is the right 
level of investment or does the Treasury 
say “ No, we have not got the money ”? 

It is difficult to answer for the 

Treasury. The best answer I could give 
is that if we were all satisfied in govern- 
ment that it was a soundly conceived in- 
vestment and was likely to produce an 
adequate return, then the proposals would 
not be turned down for lack of cash. 

202. There is no problem when you all 
agree. I am thinking of a situation where 
your processes, based upon your re- 
searches and knowledge of the industry, 
lead you as sponsoring department to 
one conclusion and you get people in a 
different section of government, that is, 
the Treasury, who are not impressed by 
even your expert assessment of the 

situation. What happens then? All [ 

can say is that, if there is a difference 
between departments or between min- 
isters, it is resolved collectively. 

Sir Henry d’Avigdor-Goldsmid. 

203. Would it not be fair to say that, 
for anything over five years, you have to 
take the expert opinion of the people you 
have chosen to run the industry and you 
really cannot expect to interfere very 
much with what they expect to happen 


longer forward than five years? \y e 

would certainly give a great amount of 
weight to the opinions of the peon[ e 
appointed to rua rae industry, but we do 
feel it is our duty within government to 
scrutinise the plans and the assumptions 
very closely because we are providing 
public money for their investment. I 
think I should add that, although one is 
looking perhaps ten years ahead, one is 
not necessarily committing oneself here 
and now to all the expenditure through 
out that period. Some investment may 
take three or four years to fructify or in 
the case of electric power stations even 
longer. Jf as the years go by in the 
1970s we find that some of the assump- 
tions are likely to prove some way on! 
one way or the other, then a corporate 
plan or investment proposals can to some 
extent be modified and certain decisions 
could be deferred or even changed. 

Chairman. 

204. How often do you find coming 
from industry the statement, “ Well, yon 
can’t refuse this because it is a follow-on 
from a policy you agreed or an experi- 
ment you agreed X years before”?— 
Quite often. If you take any given year, 
if we are now looking at the next year 
then it is perfectly true that most ot the 
capital expenditure to be incurred in that 
year is a consequence of decisions that 
have been taken in the past. The 
expenditure that is in that sense already > 
committed could be anything from 
perhaps 60 per cent, to 90 per cent. Sa 
the decisions that one is taking now art 
likely to have a bigger impact two, three, 
four or five years ahead than they havt 
next year. 

Mr. Gokling. 

205. How far do you take into accouil 
balance of payments considerations? — 
They are cerainly a factor the Govern- 
ment would always take into account, 

Mr. Dormand. 

206. Mr. Liverman made, if I may sav . 
so, a most legitimate point when he said 
that as the years go by one can more 
accurately assess whether the previous 
years’ decisions are likely to be correct, 
but is it not a fact that at any one tine 
it is a question of one set of experts, 
that is, those representing the particular 
industry, facing another set of experts 
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from the D.T.I. or — if I dare say it — 
semi-experts from the D.T.I. Surely this 
is the core of the problem. How can lay 
Members of Parliament like myself be 
convinced that the right decision is com- 
ing from one set of experts facing another 
set of experts, particularly in relation to 
the point the Chairman raised of the 
Treasury having the final say? How 
can we be sure we are going to get the 
answer nearest to the correct answer? 
— —I do not think it is a situation of 
rival experts facing one another. In 
almost all the fields one will be discuss- 
ing the major part of the expertise 
necessarily lies with the industry, as Sir 
Henry was indicating in the case of the 
steel industry. It would never be the aim 
to set up in a department or anywhere 
within government a vast army of 
expertise to rival that which the industries 
have under their own command. 

207. That was why I said experts or 

semi-experts from your Department. 

I think our role is a more limited one in 
scrutinising the proposals of the industry, 
bringing to bear a certain amount of in- 
formed scepticism at times — I think this 
is a phrase which has been used by the 
Treasury too in previous examinations — 
and bringing into the consideration those 
elements of wider national interest, such 
as the balance of payments, which are 
not the direct concern of the industry 
itself. 

Sir Henry d' Avigdor-Goldsmid. 

208. Is there not a real danger that in 
steel (and I think they are uniquely 
different from other people at this stage) 
they, taking their ten-year view, make 
plans, lay the foundation stones, make 
the preparations for some development or 
other costing hundreds of millions of 
pounds of which, first of all, you know 
nothing much because nobody knows 
much about ten years ahead and, 
secondly, with which, when it does come 
within the five-year purview, you are 
already involved with such a volume of 
investment and in such a climate of 
opinion that it is very hard to combat it? 
I am not wishing to compare steel with 
aircraft building and I would not ask 
you to comment on this, but let us look 
at the position of the Concorde where 
over the ten years or so of its existence 
a vast number of reputations have been 
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staked on the project and in terms of 
costs it has disappeared into the strato- 
sphere, mainly because of all the clever 
intelligent people who have backed it and 
it has been too late to stop it. I do not 
want to discuss it but I just say what is 
m my mind. You could have a similar 
position building up in steel where you 
could be committing yourself unknow- 
ingly to very large distorting expenditures 
before they come into the purview of the 

time over which you have control. 

We must recognise that it is always 
possible that plans for investment pro- 
jects will go wrong or will cost a good 
deal more than was originally estimated, 
particularly in fields of new technology. 
I do not believe there is any magic rule 
to guard against this. I think it is a field 
where we have to bring to bear this 
informed scepticism that I mentioned 
earlier and do our best in consultation 
with the industry concerned to assess 
what degree of risk there is in a particular 
plan or particular project. 

Chairman. 

209. I would like to pass on to para- 
graph 3.2 of your memorandum where 
there was a reference to “ a sound 
strategy for the industry ”. Can we know 

what you mean by this in detail? We 

had in mind one that is carefully worked 
out and based on sound assumptions. 

210. What do you mean in the same 
part of the memorandum by a major 
project? Apart from mere size, the 
effects on employment and other in- 
dustries are cited. What other consider- 
ations would be relevant? Can you give 

examples? 1 think that size is the 

main criterion but there could also be 
projects which have a particular reason- 
able significance. For example, here it 
would be plans for expanding or con- 
tracting and closing steelworks in differ- 
ent parts of the country, and a project 
would therefore be of particular and 
legitimate interest to the Government 
even if in money terms it were not vast. 
Another example would be where a 
project, although not large in itself, 
marked a significant change in strategy, 
a move towards some new technological 
development. 

211. A small commitment today result- 
ing in a large commitment for the future? 

D 3 * 
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It is a matter where we find it 

difficult to draw up precise rules as to 
what constitutes a major project. It is 
something which to some extent we have 
to leave to the judgement of the industry 
and ourselves. 


Mr. Golding. 

212. On page 2, paragraph 4, _we are 
given a definition of a major project and 
at paragraph 5 we are told ‘ The capital 
development programmes submitted by 
the industries show individual projects to 
different degrees”. Would it not be to 
the advantage of all concerned to have a 
more common approach to what is a 
major project because they vary from 
£50 million down to £50,000? That is a 
tremendous variation. It would seera that 
a particular concern can dodge the issue 
of a major project by defining it as 
something more than £50 million, j I 
fear we have created some confusion 
here, and I welcome the opportunity to 
correct it. In paragraph 5 we are men- 
tioning the projects which are separately 
identified, separately listed in an in- 
dustry’s capital development programme. 
They are not necessarily those which we 
Tegard as major projects on which we 
would expect to be consulted in rather 
greater detail. I think we have misled 
the Committee by giving the figure of 
£50 million for the B.S.C. here, which is 
in fact the criterion for a major project. 
In fact they do show projects bigger than 
a smaller figure, they do identify them 
in their investment programme. Perhaps 
we should give the Committee a correc- 
tion here because I think we may have 
caused some confusion/ 11 It remains the 
fact that for the identification of the 
projects in the investment programme 
there is a considerable variation between 
one industry and the other. To some 
extent this is because of the difference of 
circumstances between one industry and 
the other, but we are looking at it to see 
whether we should introduce more 
uniformity here. 


* Note by the Witness: Paragraph 5 of the 
main D.T.I. memorandum is incorrect. The 
B.S.C. show individually in their investment 
programme projects costing more than £2m. As 
explained in Annex 4 of the memorandum the 
figure of £50m. is a criterion for identifying 
major projects which are specially discussed 
with D.T.I. 


Chairman. 

213. How far, and for how long, does i 
an investment decision determine operat- 
ing costs? For how long can it lock the = 
industry into a particular technology? 
For example, is it really as long as twenty 

years? An investment project wi} 

determine the operating costs for the life « 
of the investment, which could be twenty 
years or longer. The only escape from * 
that, if during that twenty years the 
investment should prove to have been 
unwise, or if it should be superseded by 

a new technology, would be to abandon 
it, as it were, to cuit the life of the asset 
short and substitute a project based on 
new technology. There are occasions 
where it would pay one to write off the * 
remaining life of the asset. This has 
been the case in the gas industry in some 
of the illustrations which Mrs. Spencer 
gave, for example, the introduction of 
natural gas. 

214. How far is the choice between 
commitment and flexibility? What are , 
the costs and benefits of flexibility, i.e. 
the ability to vary the technology and to 
use existing equipment in different ways? 

1 am not sure that any of us has a 

complete answer to this. We are aware 
that some investment projects give a 
greater flexibility than others. There are 
some techniques that can be applied, . 
such as the introduction of dual firing 
arrangements _ for power stations, which t 
give that flexibility. But more generally 

I think this is a matter (and I think I 
referred to this last week) to which we 
think we must give more attention than 
consideration of investment programmes, 

I refer to the advantage of particular 
plans which have a greater degree of 
flexibility than others. I cannot pretend v 
that we have a precise means of evaluat- 
ing that advantage. 

215. What long range manpower plan- 
ning is undertaken and how are man- 
power forecasts related to capital 

investment forecasts? In the capita! 

investment proposals ancl in the corporate x 
plans the industries include their fore- 
casts of manpower requirements. These 
are of special interest to the Government 
in areas where manpower is declining, 
coal and steel being the outstanding 
examples, where we would aim to know 
not only the likely trend of manpower 
but also its regional constituents so that 
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this could be taken into account in the 
formulation of Government regional 
policy. 

Mr. Tugendhat. 

216. My question is not meant to be 
quite as politically difficult as it might 
sound. In private industry I think an 
increasing number of companies engaged 
in very large capital investments (the 
motor companies come particularly to 
mind) have become aware of the fact 
that economies of scale to be derived 
from very large plants may be more than 
offset by the vulnerability to strikes by 
small groups of workers, disrupting whole 
production lines, sometimes spreading 
over several countries. Consequently they 
have been prepared to accept disecono- 
mies by building more plants in order to 
safeguard themselves against this kind 
of disruption. My impression is that this 
is not a factor that has entered into the 
planning of our nationalised industries 
very much in the past. Would you feel 
that it is possible to move in the same 

direction in the future? 1 would say 

that there is a growing realisation in 
government and in the industries that 
there are certain risks inherent in moving 
to a very large-scale production that to 
some extent have to be balanced against 
the economies of scale. I would say 
these are not only problems on the labour 
side but also on the technical side, and 
also in relation to timing because a very 
large project tends to take longer to 
come into production so you have a 
longer period before it is fully repaying 
its investment. All these are factors which 
are well recognised. It is difficult to draw 
any firm conclusion in a particular case 
because the extent of the economies of 
scale may be so very large in a particular 
industry that they are held to outweigh 
these other risks, but I think it is true to 
say that we are all, in government and in 
industry, aware of these risks. 

Mr. Stoddart. 

217. Are there any checks applied at 
all to see whether the manpower fore- 
casts actually turn out as they were 

expected to? Yes. It would be a 

normal part of our annual consultations 
with the industry not only to look at 
their forward predictions but also to 
check how all the elements in their plans, 
financial and manpower, were working 
out in relation to earlier forecasts. 
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Mr. Golding. 

218. Reverting to Mr. Tugendhat’s 
question, my own constituents have 
pleaded for mini-steelworks on the very 
ground that they are less vulnerable to 
stoppage. But with the increasing com- 
puterisation of decision-making, do you 
think it is possible that considerations of 
this sort are taken less into account these 
days because you cannot easily quantify 

them? That is a danger, but I believe 

it is a danger of which the managements 
in the nationalised industries are well 
aware. They will use the computer tech- 
niques as far as they are able, but then 
at the end of the day they will bring in 
the elements of judgement on factors 
which are at the moment incapable of 
being read into a computer, and it is 
these unquantifiable factors which on 
occasion may swing the balance. 

Chairman. 

219. Mr. Liverman, may I now move 
to the particular industries for which 
departmentally you are responsible? As 
Mr. Gamer is not yet able to be with us, 

I propose to delay electricity. Perhaps 
we might start with the Airways Board 
and matters to do with civil aviation. 
How far does the specification for new 
aircraft depend on the existing aircraft, 
for example, because of standardisation 

of maintenance? (Mr. Hudson.) I 

think this is a question of some technical 
complexity on which I personally would 
not necessarily be the most competent 
person to speak, but there are one or two 
broad points that one can offer. The 
first might be that an aircraft’s life may 
be anything between 7 and 15 years and 
that this is preceded by a gestation 
period of several years, so we are really 
talking about very long periods of time. 
The second broad point one might men- 
tion is that civil aviation is notwithstand- 
ing what I have just said a fairly fast 
moving industry in which a high degree 
of change is taking place between one 
generation of aircraft and the next. If 
one thinks just about size, for example, 
one has moved in about 25 years from 
the 30-seater DC.3 or Viking to the 350 
to 450 Boeing 147 and the 350 Lockheed 
Tristar of today. If one takes these 
broad factors together, they seem to 
indicate that it would be difficult, if not 
impossible, to predicate any part of the 
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specification of a new generation of air- 
craft on its predecessor. 

Sir Henry d' Avigdor-Goldsmid. 

220. I would like to address myself to 

the question of public dividend capital 
as used for the paying for aircraft. _ I take 
it that you regard this as eminently 
sensible? We think that the airline in- 

dustry is not naturally but historically a 
cyclic industry and that it is very difficult, 
if not impossible, for the airlines to be 
able to adjust the kind of capacity that 
they are offering to the precise demand 
which is going to develop in particular 
years. It is a fact that over the last 
twenty years one has experienced periods 
in which profitability was better than in 
others. Given the cyclical nature, we 
think it is reasonable that undertakings 
which are in the forefront of inter- 
national competition should have an 
opportunity of, so to speak, averaging 
over a period of years the kind of return 
that they are offering on their capital. 

221. Is the airways industry in fact 
more cyclical than one of the fuel in- 
dustries? People will go on travelling by 
air and people will go on using fuel. The 
cyclical nature depends on making the 

right investment decision. (Mr. Liver- 

man .] ) Again looking at it historically 
and without at the moment going into 
the reasons for it, we find that the 
nationalised industries within our field 
which show the greatest degree of cyclical 
fluctuations are the airlines and the steel 
industry. The other fuel industries cer- 
tainly have their good years and bad but 
on the whole the trend is a more even 
one. 

Chairman. 

222. I put it to you, Mr. Liverman, 
that there is possibly a slight misuse of 
language here. I agree with Sir Henry 
that to use the word “ cyclical ” about 
what is happening in, for example, the 
civil aviation industry may not be quite 
accurate. What has happened has been 
that you have had uneven periods of 
obsolescence. In other words, you get 
surges forward which render the agreed 
amortisation period irrelevant or shorten 
it so that there is a need for investing 
enormous sums of money rather un- 
expectedly in some cases into new types 
of equipment without which an airline 
cannot remain viable, rather than a 


cyclical demand swinging up and back ' 
again. This is certainly what happens ii 

the civil aviation industry. (Mr. Hui- * 

son.) Undoubtedly what the Chairm® 
has just said is very significant: airline 
have to take into account this point. 
One can look at two kinds of processes 
taking place where you have the intro- 
duction of a very new type of aircraft ’ 
and where you start up right at the bot- 
tom of the airline operating curve aad it 
is costing you more to operate that 
aircraft efficiently. Gradually over 
the years you get your costs dorm 
and your profit-ability goes up. That 
is one kind of situation that 
occurred in the early 1960s when 
the big jets, as they were called ii , 
those days, first came in. On the other 
hand, there is the other kind of situation 
such as has been experienced over the 
last two or three years where there hat 
been, because of the general business 
recession, a fall-off in the demand in the 
industry and where you have simply not 
had a continuation of the rate of growth , 
which you have experienced in previous 
years and which you have every reason 
to believe would still go on, and oa 
when you predicted your requirements 
for new equipment. 

223. Can I put it to you that a careful 
examination of the economics of the 
international airline industry suggests 1 
that these are pretty insignificant move- 
ments, that in fact there is probably s ■ 
steadier rate of growth than in any other 
industry, something between 30 per cent, 
and 50 per cent, over a longish period of 
years, and there has not been a big 

swing as I read the figures? 1 think 

one can look at the period in the veiy 
early 1960s for the first type of occur- 
rence I was describing. Then when one 
looks to the period 1969-71 one sees the 
other kind. Now, this I would suggest 
could come within the framework of the 
term “ cyclical ” and one can see that, if 
an airline has ordered its equipment mil 
in advance, to find a business recession 
of this kind coming along must have aa . 
impact. 

Sir Henry d’ Avigdor-Goldsmid. 

224. Is not granting of public dividend 
capital to the airlines in these circum- 
stances going to be used as a precedent 
by other industries to relieve them of pay- 
ing interest on the new money that they 
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may have to borrow? (Mr. Liverman.) 

As far as I know, it has not been so far. 
It was introduced in the first place with 
one of the airlines and has since been 
extended to the other national airline 
and to the Steel Corporation. All these 
were accepted by the Government as 
being industries which were subject to 
rather marked fluctuations. So far as I 
know, the case has not been put up by 
any of the other nationalised industries 
for similar treatment. 

225. My question is this: is it not 
liable to be a precedent for the future for 

other industries? It always could be. 

The line could always be put to the 
Government by other nationalised in- 
dustries, and I think any such proposal 
would be looked at on its merits. 

226. There would not be a depart- 

mental recommendation on this? Surely 
the Government would not look at it 
without a recommendation from the 
D.T.I.? Indeed not. If we had pro- 

posals from the gas or electricity indus- 
tries to move to the public dividend 
capital basis we would look at this rather 
carefully. 

Chairman. 

227. You would resist any idea of its 
being used as a precedent elsewhere?- — - 
We certainly would not expect it to be 
used as a precedent. 

Mr. Stoddart. 

228. I am not sure that I have got this 
right. Listening to Mr. Hudson appar- 
ently the argument for public dividend 
capital in the aircraft industry is its 

cyclical nature. Am I right? (Mr. 

Hudson.) In the airline industry, yes. 

229. And that being so they had to 
provide capital for aircraft and so on 
which they may, or perhaps may not, 

use to full capacity. Is that right? 

I think there are two things to be defined 
here. It will certainly be true that if 
capital is provided and we do have a 
trough coming along, then the capital 
is likely to be under utilised and equally, 
that being the case, you would expect 
the return on capital to be that much 
lower. Under the public dividend capital 
experiment the airline concerned has 
the ability to say “We have not done 


enough this year because of the con- 
ditions obtaining; we will not make the 
kind of dividend we would like to have 
done and, hopefully, when we get a good 
year coming along we will, of course, try 
to make up for this.” 

230. Mr. Liverman, on the other hand, 
said that this would not apply in the 
electricity industry because of the fact 
that there was not this cyclical nature 
inherent in that industry, yet is it not 
true to say that for many years the 
electricity industry was pouring capital 
into new power stations on the basis that 
demand would double every ten years 
and_ is it not now the fact that the pro- 
jections are that demand will double every 
twenty years? I would have thought that 
that was very cyclical indeed; there have 
been quite wide variations in the growth 
of demand, certainly between 3 per cent, 
and 7 per cent., over the last few years? 

(Mr. Liverman.) That is perfectly 

correct. There was a marked change in 
the forecast of the long term level ol 
electricity growth. It was always realised 
that there would have to be a turn-dowr 
some time in the 7 per cent, to 8 per cent, 
growth rate but it was very difficult for 
anyone to forecast when this would come. 

Chairman. 

231. When did it start seriously? 

I think the turn-down in growth started 
about three years ago but Mr. Garner, 
when he arrives, will be able to tell you 
more authoritatively than I. I think it is 
a matter of degree. Any industry has 
from time to time fundamental changes 
in its prospects. We have seen this in 
electricity moving to a lower rate of 
growth; we have seen it the other way 
round in gas moving to a higher rate of 
growth but neither industry has shown 
the more frequent fluctuations in their 
prospects that we have in the case of 
steel and, I believe, the aircraft industry 
so I think this is a matter of degree. No 
industry, private or public, ever moves 
on a completely regular course but some 
are more subject to fluctuations than 
others. 

Mr. Tugendhat. 

232. I do not want to appear pedantic 
over this business of cyclical but surely 
one of the most important factors when 
talking about the cyclical nature of the 
airline industry is the fact that when one 
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is dealing with national airlines it is 
almost totally a cartel in terms of price 
fixing. Normally if one had an organis- 
ation embarking on these sudden bouts 
of immense capital expenditure, as the 
airlines do, they would adapt their pricing 
policy very substantially in order to take 
account of this and B.O.A.C., for in- 
stance, bringing in its Jumbos would start 
oS with cut-throat prices across the 
Atlantic even more than at present. The 
cyclical nature of the profitability of the 
airline industry arises from the fact that 
they organise their prices to take account 
of the interest of the weakest members of 

the cartel? (Mr. Hudson.) This is a 

very complicated subject. There has been 
a degree of flux in civil aviation over the 
last five years which has undoubtedly 
stimulated a considerable degree of new 
thinking on the part of the so-called 
scheduled airlines about the direction m 
which they should go. This, of course, 
has been in the face of the kind of effort 
that both the U.S. supplementary airlines 
and British independent airlines have 
been offering, particularly on the North 
Atlantic, in their efforts to pay regard 
to what they reckon would be the 
interest of some part of the travelling 


234. Following Mr. Tugendhat’s o|> 
servations about the restrictive nature ol 
the cartel, namely, I.A.T.A., would y^ 1 
not agree that these unevenesses of i 
last five years as much as anything 1® 
reflected the wish of at least many, if u 
all, of the airlines to break free of fc 
bonds which I.A.T.A. places upon them 
in terms of getting into the mass marks 
particularly, which has been the os 
significant failure of I.A.T.A. which h ‘ 
become very close to a rich man’s clal 
and has largely excluded from inter- 
national travel a good part of the ordih 
ary working class potential customers 

1 think undoubtedly it always has , 

been the case that there have bat 
stresses and strains within I.A.T.A.; men 
efficient airlines have wanted to goon’ 
way, and airlines which were perhaps n« 
so efficient or for whom the making of i 
profit was not as important as showing 
the flag have wanted to go anotla. 
There have been stresses and strains ati 
these have, I think, been coming rather 
more clearly into the open over the ta 
few years and B.O.A.C. has tried h 
introduce its own experimental “ early 
bird ” fare in an attempt to bring aboil 
this kind of change. 


public. 

Chairman. 

233. Catering for the mass market? 

For people who would not otherwise 

be travelling but who do have ties across 
the Atlantic and wish to do so. Certainly 
the accusation has often been levelled 
against the airline industry that it has 
operated in a cartel which has contrived 
to keep its prices uniform. On the other 
hand one ought to bear in mind that over 
the last two or three seasons, with the 
advent of the big jets, the airlines have 
tried to experiment in various ways with 
their fares structure and they have opened 
themselves to the accusation that the 
tariff structures that they have brought 
out are so complicated that it has been 
very difficult for any consumer to know 
which particular ticket would suit him 
best. So whatever may have been the 
history in the last twenty-five years we 
have seen in the last five years this degree 
of flux in the whole industry occurring 
as a result of these two factors, the in- 
creased competition from different types 
of operator and the advent of the very 
large 400-seater aircraft which the 
scheduled airlines have a job to fill. 


235. Tempting as this subject is 1 
think we had better leave it for auotk 
occasion. May I go on to the more 
formal questions to which we want l« 
get answers. Will the new Board, Ik 
B.A.B., be more flexible in its investmer 
decision-making than the separate B.EA 

and B.O.A.C. were able to be? kt 

sense I think this is a question both f« 
the Airways Board and for the future 
The Airways Board was set up and cam 
into operation on 1st April this year 
therefore it does not have very mud 
history behind it. One is therefore really 
looking into this slightly theoretical 
and one wonders what is meant here Is 
the use of the word “ flexible ”, Certainly 
it will be the case that the new Airway 
Board will be looking over a wider sphere 
of operations. It will be looking at an- 
craft investment decisions in a different 
way from the way the two air Corpora 
tions do. It may be looking at route 
structures which in their overlappiS 
portions will be rather different from tre 
existing structures of to-day and it ®S 
given the trends in the industry, be M 
ing at a business future which is ® 
component parts may have chats® 
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somewhat from its present-day pattern. 
So I think there are a number of factors 
making for change here and one assumes 
that the Airways Board will be endeav- 
ouring to bring as flexible an attitude to 
its work as possible. 

236. As a person who is expert from 
the official point of view in the ways of 
B.E.A. and B.O.A.C. have you any mis- 
givings at all about what seems to be an 
idea gaining currency, namely, that ex- 
tensive rationalisation of equipment 
would be possible between the short and 
medium haul airline B.E.A., and B.O.A.C. 
with its long haul operations? You may 
or may not be aware that Lufthansa 
thought they could see big economies in 
terms of equipment and they burnt their 
fingers, and I am personally worried that 
we may possibly be going into a similar 

trap here. 1 think this is a very real 

question and it goes to the nub of the 
question : what kind of business are you 
trying to be in? There is the argument 
that you should specialise and look after 
a certain market, the United Kingdom- 
European market; on the other hand 
there is the argument that if you are 
trying to bring someone across the North 
Atlantic and he wants to go to a place 
not in the United Kingdom but on the 
Continent you ought to be trying to 
encourage him to fly on your airline by 
providing him with, if not a non-stop 
flight, at any rate a through flight so that 
he will not say “ I cannot get from the 
U.K. to Paris as quickly as I can on Air 
France.” In fact this is a very difficult 
question. You then have the question: 
does your specialised airline in Europe 
do better by having a link with one or 
two U.S. airlines which will be channel- 
ling their capacity on to London and 
letting your long haul operator do its 
stuff in the U.S. market and thereby 
secure a larger amount of the total? This 
is a very difficult and complicated ques- 
tion. 

Mr. Crouch. 

237. I agree that it is a difficult and 
complicated question but I do not think 
that you have answered it at all; in fact I 
do not think that you answered the 
previous question either. What I thought 
I was going to hear from you was why 
the B.A.B. would be better than the two 
Boards as they are and I cannot under- 
stand your description of this word 


“ flexible ”. Is B.A.B, more flexible? I 
have not heard you say so. Is it going to 
be better in the purchasing of aircraft? 

Is it going to be better at the planning of 
route structures? We want to know why 
you think the new Board will be more 
flexible. In relation to your last answer, 
with respect all you told us was what 
the situation is at the moment, namely, 
that ther are some airlines flying the 
Atlantic routes and others the Continental 
routes. I did not hear an answer from 
you that said to me “ We would be better 
able to manage to increase our passenger 
and freight traffic under the new arrange- 
ment ”. If I may recall my opening 

words they were, I think, that this was a 
matter for the Airways Board and for the 
future. One would hope, certainly that 
out of this would come a more flexible, 
if that is the right word, arrangement, a 
more efficient and more economic way 
of operating. I am sure that this is one 
of the things the Airways Board is going 
to devote itself to. 

Chairman .] It is early days. 

Mr. Crouch. 

238. I know but I think it is very, very 
important. Here we have two nationalised 
industries and a national Board and a 
sponsoring Ministry. What this Commit- 
tee wants to know is really, on the ques- 
tion of investment programmes, how the 
sponsoring Department or Ministry feel 
that the new arrangement can be better. 

I am afraid I have not heard you say 

how you think it would be better. The 

British Airways Board announced on 
Monday of this week its organisational 
proposals and these have received the 
approval of the Secretary of State. I 
think this is an indication of the way in 
which the Department feel that improve- 
ments can be made. The Minister for 
Aerospace has also announced that he 
will be having discussions with the Chair- 
man of the Airways Board later this year 
on the question of the financial return on 
the Airways Board’s capital. This again 
is a question which will come up in a 
few months and it is hoped, because the 
Government decided that it would put 
before Parliament the legislation creating 
the Airways Board, that this will produce 
the kind of benefits which I think you 
have in mind. But until we know what 
the Airways Board’s proposal are for 
the kind of return it wants to make or 
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thinks it can make on its capital, these 
are very early days for saying We 
have waved the magic wand and all will 
now be possible ”, and or for claiming 
that the kind of difficult question the 
Chairman has referred to will have dis- 
appeared because of the new organisa- 
tional structure. 

Mr. Crouch .] You mentioned, for 
example, the fact that we have one air- 
line which flies the Atlantic route and 
another flying Continental routes and 
it is an advantage to get passengers _ to 
continue to fly on the European airline 
having come over the Atlantic presum- 
ably on B.O.A.C. But this is a problem 
which is not new; it is a problem which 
has been going on for 25 years. Is it 
not a fact that B.E.A. prides itself that 
it has already picked up something like 
70 per cent, to 80 per cent, of American 
travellers who come over on airlines 
other than B.O.A.C.? 

Chairman .] With respect, this is not 
quite the problem. The problem is, is 
there any percentage which can be 
gathered in by having a uniform airline 
and, if you do that, what is the harmful 
effect on the present feeding sources? It 
is a fairly complex arithmetical problem 
which I do not think we can go into at 
this stage. 

Sir Henry d’ Avigdor-Goldsmid. 

239. You referred to the Secretary of 
State’s approval. I must say I think this 
situation is analogous to the Post Office 
situation. I wonder what was the quality 
of advice which led the Secretary of State 
to be able to approve because surely the 
Secretary of State must have wanted to 
know the general answers to the type of 
questions put by Mr. Crouch and the 
Chairman. It does seem that you cannot 
give detailed specific guarantees but in 
giving the approval one would want to 
have some idea of the answers to the 

particular questions. Here again I 

think that a certain amount of informed 
scepticism is the kind of instrument that 
one brings to bear here. Here we have 
a Board which has now got a series of 
undertakings under its charge and it 
wants to go in a certain direction and 
one looks at the kind of proposals it 
puts forward and tries to satisfy oneself 
that the organisational proposals it is 
putting forward are reasonable and 
sensible ones. 


240. But you say that it is a matter ! 
for the Airways Board and the future 
The two approaches do not seem to me ’ 

to tie up. 1 think we were talking 

about the working out of the organisa* 
tional proposals and we were talkioc 
about the working out of an improve" 
ment in the total stance of these 
particular undertakings. 

Chairman. 

241. I have a couple of quick ques- 
tions on the siting of the third London 
airport. In your opinion, as a person a 
little involved in these matters, how con- 
strained do you think the Board will be 
by the siting of the third London air- 
port? That is the first question. ' 
Secondly, will _ that itself influence fo. 
vestment decisions concerning aircraft 
and thirdly will it lead to a slowing down 
in V.S.T.O.L. or in the demand for 

quieter aircraft? May I take the last 

question first. I do not think that the * 
siting of this particular airport is in any 
way going to slow down the demand ' 
for quietness. The public appetite for 
quietness is more likely to grow, having 
seen what can be accomplished with 
the new types of engines in the 
tri-jets. I would not have thought 
that the airline industry or the air- 
craft industry would be likely to 
take any comfort and, indeed, one can 
see that such questions as retrofits of 
existing aircraft are going to be weighty ' 
considerations in the future in the deter- 
mination of future investment decisions: 
does one go for an entirely new aero- 
plane now, earlier or does one do a 
retrofit on the existing type, what are 
the costs of that, what are the benefits in 
bringing down db and so on? On the . 
question of the effect of the siting of the 
third London airport, I think un- 
doubtedly it will lead the Airways Board 
in fact to look very carefully at which 
is the right kind of policy to follow in 
the future in its aircraft purchases be- 
cause it will have to think of the posi- 
tion in which its operations are mainly 
divided between existing airports. It will * 
have to think about what its stance will 
be vis-a-vis the foreign competition it 
has to meet, what its stance is to be with 
regard to inter-lining considerations, 
people who want to change airlines from 
long to short haul and so on. All these 
are very difficult problems which have 
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yet to be considered and one can see 
that it is going to complicate life for the 
Airways Board in deciding which types 
of aircraft are going to be the best ones 
for them to operate with from the 1980’s 
onwards. 

242. Do you find any support for the 
heretical view which I have that the 
whole idea of a third London airport, 
certainly at Foulness, is a lot of bunk 
and an ill-thought out idea which should 

have been strangled at birth? I am 

sure that two or three years ago one 
might have approached this subject with 
that attitude. On the other hand I 
personally, and I am speaking personally 
now in response to your question, have 
been in the U.S.A. in recent years and 
have seen the tremendous emergence of 
public regard for quietness in aircraft 
and I have lived in a city where you 
have an airport very, very close to the 
city and a magnificent airport 15 miles 
out in 10,000 acres of ground. 

243. Where is this? This is Dulles 

in Washington D.C., and National Air- 
port in Washington D.C. One has seen 
how Dulles airport, after having been 
not a white elephant but very much 
under-utilised in the first nine years of 
its life, gradually building up traffic 
so that the F.A.A. could turn round and 
say “ We are the only people in the 
world who have an airport here already 
made and built to take care of the 
growing public concern.” 

244. Am I right in thinking that 
Dulles is 16 or 17 miles from central 
Washington? Foulness is something of 
the order of 30 plus from London — 42 
I am told. There is a bit of difference? 
There is a difference, yes. 

245. Remembering where Heathrow 

is, 16 miles to the west of London. 

Yes. I think I was addressing myself to 
the general question of where is it right 
to site airports in the future, given the 
growing public concern. From that 
point of view and disregarding all the 
many problems this poses for the airlines 
one can see that there is a lot of justifica- 
tion for going to the Foulness type of 
site. 

Mr. Crouch. 

246. May I follow up the question 
about the constraints which might fall on 


the Board with the placing of the third 
London airport at Foulness. Do you 
imagine that B.O.A.C. will be moved to 
base themselves at Foulness from Heath- 
row? 1 do not think that any plans 

have yet been considered as to how the 
moves should be made. I think there 
will come a time when the airlines will 
say “This is the time at which we do 
want to move.” 

247. They have just spent several 
million pounds on two Jumbo hangars 
and are building another two at Heath- 
row and they have spent several million 
pounds on a new headquarters alongside 
the Jumbo hangars and these are pro- 
grammes which the Department should 
be looking at for the future. I hope that 
the Department is looking at this very 
vast expenditure by the Corporation of 
public money to see that it is spent in 

the right place. This is very much in 

our minds and I think numbers of air- 
craft come into this too, and size of 
aircraft. _ It is going to be a very- 
difficult judgement to reach on how you 
can best serve the travelling public from 
the 1980s onwards and what is the effect 
going to be on the utilisation of your 
capital assets. 

Mr. Dormand. 

248. I have a general question to ask 
Mr. Liverman. It is often said that the 
best industrial brains are in the private 
sector. I hasten to say that that is not my 
own view but it does seem to me that 
both the private and public sectors have 
something to learn from each other from 
their fundamentally different positions. 
Does the D.T.I. therefore initiate formal 
or informal discussions with the people 
from the private sector? Does it attempt 
to organise seminars or courses or any- 
thing of that nature so that, for example, 
on die very important topic of capital 
investment you might come to a better 
technique for arriving at the right 

answer? (Mr. Liverman.) I cannot 

think of any such discussions that we 
have initiated. I have no doubt that the 
Boards have a good deal of contact with 
private enterprise themselves because one 
thing we do do in this field which I think 
achieves some cross-fertilisation is that in 
the appointment of the Boards the Secre- 
tary of State appoints to all our Boards 
a number of. part-time members with 
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private industry backgrounds, often lead- 
ing figures from big private companies 
and so this does lead within the consider- 
ation of each Board to a contribution by 
people with expertise from the private 
sector. 

249. But the actual mechanics of the 
job would be done at a lower level than 
the Board, would they not? The day- 
to-day thinking out, working out and 
administration would be done at a lower 

level than the Board itself? A great 

deal would be done, of course, below the 
Board itself but all this work goes on, of 
course, under the supervision of the 
Board and the major decisions come to 
the Board for approval before they come 
to the Department and I do know that 
the arrangements for capital investment 
appraisal and the consideration of the 
capital programmes are subjects in which 
the part-time members have taken a very 
close interest. 

Chairman. 

250. May we now go to the second 
special section, gas, which is Mrs. 
Spencer’s special responsibility. First of 
ill, is there any more recent information 

on the extent of the available fields? 

'Mrs. Spencer.) Not a very great deal. 
The figure that the Department is using 
is still 32 trillion cu. ft. of which nearly 
27 trillion are already contracted for. Of 
the difference, some of the fields are not 
yet commercially proved and some are 
so placed that it will need other dis- 
coveries or the development of them in 
line to make them commercially attractive 
as seen to-day. I have left out of that 
figure the Frigg field, which is partly on 
the United Kingdom side and partly on 
the Norwegian side because it has not 
yet been fully appraised. It is large; it is 
possible that half of it may be on the 
United Kingdom side so it could be a 
very valuable addition to us. I have also 
left out of that figure the fields which lie 
wholly on the other side of the median 
line because not being U.K. gas we ought 
not to count that as coming here. 

251. For the benefit of the mathe- 

matically illiterate like myself, what is a 
trillion? -It is a billion billion. 

252. Secondly, what sort of contin- 
gency plans exist to obtain alternative 
sources of supply as and when the 


present sources run dry? -I think we 

touched on this a little before but the 
first thing to say is that there is no reason 
that we can see to despair of more gas 
being found. That is the first expecta- 
tion. The difficulty is that no one 
can tell when it will be found and there- 
fore when it can be brought into use, and 
there could be difficulties if it is found 
in association with oil because the pro- 
duction of the oil would be tied to the 
time at which the gas must be produced. 
But in order to supplement future sup- 
plies, or to hold the fort should they be 
a little time in being found and being 
produced, there are the two means avail- 
able to the industry of either imported 
liquified natural gas, as has been done 
with the original Algerian scheme, or of 
manufacturing a compatible gas, which 
I call a substitute natural gas, and there 
are two schemes on foot in the country 
now which are pilot schemes or experi- 
mental schemes to find out how this can 
be done. There is one which has been 
running either near Southampton or 
Portsmouth where a gas compatible with 
natural gas has been produced from 
naphtha, and experiments are continuing 
and now there is a further experiment at 
Westfield in Fife where one stream of 
the Lurgi plant there is being converted 
jointly with Conoco, the American com- 
pany, to produce a substitute gas from 
coal, so there will be the two experiments 
to base work on if that should be neces- 
sary. Until, say, some time like the end 
of next year there is not expected to be 
a need to make a move. 

253. Is there any likelihood of a 
further conversion programme twenty 
years from now? Do we know the full 
costs of the existing conversion pro- 
gramme? -We do not expect any 

further conversion programmes because 
the possibility of manufacturing a com- 
patible gas or of importing a compatible 
gas will still preserve the carrying capa- 
city of the mains, which are double 
when you put a higher calorific value 
gas into them, and really there will be 
no advantage in going back to a lower 
calorific value gas. On the second part 
of the question, we do not absolutely 
know this because we are not at the end 
yet, but whereas in 1967 the cost of the 
conversion programme over the ten years 
then foreseen was put, over the years, 
at £400 million, with, a present value in 
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1967 of £300 million, the present esti- 
mate is £600 million — 6 as against 4. 
These have, of course, been years of very 
steep inflation and conversion is a labour 
intensive affair and that estimate must 
surely depend very much on the pace of 
inflation over the last years of the pro- 
gramme. 

254. Finally, how flexible is the new 
distribution network? Can it cope with 
the discovery of new fields, and can it 
respond to intended economic change? 

There would certainly need to be 

more investment to take in large new 
fields to start with. For example, sup- 
posing that the U.K. part of the Frigg 
field came here, on the face of it it would 
have to come in on the coast of Scot- 
land. This would require a new pipeline 
coming south down the Scottish coast 
and an adaptation of the present system 
to absorb that. If gas is found off the 
west coast of the country, again there 
would have to be feeder mains coming 
in from the west to bring it into the 
present system. The present system is 
adapted to the average of 4,000 million 
cu. ft. so there would have to be addi- 
tional investment but the present system 
would be suitable to have additions 
grafted on to it. 

Mr. Golding. 

255. I want to refer to the Lords and 
the Commons interest in the increasing 
number of gas explosions in the old dis- 
tribution system, not the new one. I 
wonder if your answer covers the old 
town distribution system or whether you 
would have anything to say about the 
conversion of that town distribution sys- 
tem. This clearly shows that the old 
distribution system is not as safe as the 

new one for natural gas? 1 think you 

are taking me into rather too deep tech- 
nical waters if you want me to speak of 
the whole of the district systems through- 
out the country. Undoubtedly some are 
old, and to make them wholly sound for 
the future is going to cost quite a bit of 
money, whether it be by replacement or 
whether it be by sealing. Other parts are 
newer and made of stronger materials 
than the original cast iron but if your 
question is whether natural gas as a 


whole is leading to a worse position of 
safety, I do not think there is evidence 
of this kind. 

256. I think there is no doubt at all, 
and the Morton Committee showed it, 
that from one specific cause, namely, 
leakage from joints, the safety hazard is 
very much greater but this is offset by the 
reduction in deaths due to suicide and in 
the home. When it comes to the invest- 
ment position, would you take into 
account the increasing hazard from one 
part of the system when deciding whether 
or not to ask for an increased investment 

programme? It would not fall to the 

Department to make decisions on the 
exact time at which any part of the 
distribution system, the district system, 
was to be replaced or sealed or have 
anything done to it to improve it. This 
is the business of the gas industry. This 
kind of investment is small — it is a collec- 
tion of very small bits — and it comes well 
below the kind of individual project in 
which the Ministry would take a direct 
interest. Whether we discuss the subject 
or pursue it with the industry is another 
matter but I recognise that Professor 
Morton laid very helpful stress on this 
quality in gas and on the effect on joints 
but that is not to say that the joints are 
going to remain leaking for ever. On the 
contrary, there is a very heavy work 
programme in the industry on remedying 
the dryness and the leaks caused by it. 
The effect on the investment programme 
is that whether you call it capital or 
whether you call it revenue there will 
have to be money spent on the existing 
system in order to make it as leak-tight 
as it possibly can be. 

Sir Henry d’Avigdor-Goldsmid. 

257. May I ask whether the importa- 
tion of natural gas from abroad in tankers 

is continuing? Yes, it is coming in 

from Algeria and will do under the 15- 
year contract until that contract is ended. 
Whether the contract is renewed or 
further gas comes from other places 
depends on contracts yet to be placed. 

258. But there is no difficulty in feed- 

ing the tanker imported gas into the 
system? No difficulty at all. 


Printed image digitised by the University of Southampton Library Digitisation Unit 


64 


MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


19 July, 1972.] 


[Continued. 


Examination of Witness 

Mr M R Garner, Head of Electricity Division, Department of Trade and Industry, 
called in and examined. 


Chairman. 

259. Now we will move to electricity 
very briefly. Firstly, when will the find- 
ings of the Vinter Committee be made 
known? Is nuclear energy the mam 
technical problem confronting the in- 
dustry? (Mr. Gamer.) I think Mr. 

Liverman will deal with the first point 
and I will take up the second. (Mr. 
Liverman.) There have been, as you 
know, a succession of questions to. our 
Ministers about action on the Vinter 
Committee and I cannot really add to 
the last answer which Mr. Emery, our 
Parliamentary Under-Secretary gave 
which was that the findings of that Com- 
mittee are being considered by the 
Government in consultation with the in- 
dustries concerned and he hopes that 
there will be an early Ministerial state- 
ment but I cannot be more precise about 
the timing. (Mr. Garner .) On the . ques- 
tion as to whether nuclear energy, is the 
main technical problem, I think it 
depends on the time scale at which you 
are looking. 

260. Five to ten years. If one is 

taking five years then in my judgment, 
and this must be a matter of opinion, I 
think a good many people in the elec- 
tricity industry would agree that the most 
pressing technical problem is to take 
whatever steps are needed to bring the 
plant which is under construction to 
completion and to ensure that that plant, 
and other plant which has been built and 
completed in recent years, achieves the 
level of performance and regularity of 
service that was expected when they were 
designed. That is really the most pressing 
technical problem for the industry. If, 
however, as you rightly say, ten years is 
to be taken, then yes, nuclear energy is 
the most important question. It is a 
question of choosing and developing, or 
perhaps developing and choosing is more 
logical, an efficient and safe form of 
nuclear generation. If you take a longer 
time scale than that, then there are other 
technical problems which would transcend 
even this nuclear choice because we 
shall then get into rather vague but in 
course of time probably fundamental 
questions about the kind of electrical 


system of generation and transmission 
which will be compatible with the public’s 
expectations in the field of amenity and 
also its economic expectations, possibly 
involving development of what are now 
called industrial complexes. 

261. As an expert in the field of 

electricity generation, have you been dis- 
appointed about the extent to which it 
has proved possible over the last 30 years 
to make use of nuclear energy for 
generation purposes? 1 start by dis- 

claiming being an expert. I am only a 
civil servant. 

262. You are a technical one? -No, 

I am even more just a civil servant. You 
asked if I am disappointed about the 
extent of the contribution from nuclear 
energy? 

263. Yes. — I think it is true to say 
that 20 years ago very high hopes were 
held out of the role to be played by 
nuclear energy. — As much more of a 
layman than you I am curious to know 
whether those high hopes were dis- 
appointed or whether some of us got it 

wrong? 1 think there is no doubt that 

the high hopes have been disappointed 
and perhaps this is another illustration 
of the problem we touched on last time 
of the extent of the technological un- 
certainties which are really present in a 
number of these fields where major in- 
novations are being brought in. 

Mr. Stoddart. 

264. I am not an expert either; I was 
a civil servant in the electricity industry 
and I certainly have no technical 
knowledge. What I do know is this. The 
electricity industry in this country, pre- 
sumably with the consent of the Depart- 
ment, have virtually flown in the face of 
all other expertise in planning its nuclear 
power stations. For example, they have 
gone for A.G.R. at the moment when it 
does seem that the best form of reactor 
and the most efficient is the boiling water 

reactor. Why did they do this? You 

are very right in saying “ it does seem’ 1 
because all these problems have to be 
looked at over a time scale and we have 
yet to see what will be the performance 
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over their life, or even over the main 
part of their operational life, of the light 
water reactors. As to the reason for the 
choice, one can only say that this followed 
the most exhaustive economic and tech- 
nical appraisals in 1965 at the time of the 
evaluation of the tenders which were 
made as between the American light 
water reactor and the A.G.R. All the 
considerations were published; the 
Generating Board published the basis of 
their appraisal and the reason for their 
choice of the A.G.R. In the event, as 
you say, things do look as if that was a 
miscalculation but I think this is one of 
those big economic and technical judg- 
ments where at the point where the 
judgment is made there seems very little 
between A and B and it is very difficult 
at the time to say which is the better 
course. On the figures at the time the 
A.G.R. appeared to be the better course. 

Sir Henry d! Avigdor-Goldsmid. 

265. Would you hazard a guess as to 
the form nuclear energy will take in our 

programme in the 1980s? 1 am not 

sure that my answer to that would be of 
much value to the Committee or any- 
body else. My hunch would be that in 
the early 1980s we shall still have some 
form of thermal reactor and it is only in 
the late 1980s that we can expect to see 
the fast breeder beginning to exercise a 
real influence. 

266. So reactors are a special case 
where the cost of the product that the 
public has to pay is determined by an 
investment decision taken 10 to 15 years 
in advance — That is very largely true, 
yes. 

267. That being the case, how far are 
you as a Ministry going to be able to 
meet that responsibility, or do you put it 

all on the Atomic Energy Authority? 

I think we would regard this in the first 
instance as the responsibility of the 
Generating Board. They have the statu- 
tory duty to maintain an efficient and 
economic supply of electricity so it is 
their judgment which must carry a great 
deal of weight. It is only when there are 
public interest considerations that it is 
right and proper and the practice to start 
entering into a dialogue about the pro- 
posal and, of course, it is the realisation 
that there are so many public interest 
considerations that have led to the 


establishment of the Vintner Committee 
and the discussions which are now going 
on. I do not feel that one can avoid what 
I think is underlying Sir Henry’s ques- 
tion, that a decision may be taken, shall 
we say in 1975, which will have great 
influence on the construction programme 
m the 1980s and this will affect the cost 
of electricity in the 1990s. This is in- 
escapable. 

Chairman. 

268. I understand that some generating 
stations are flexible as between coal and 
oil burning. With hindsight has this 
flexibility been an advantage? Is this 
something that should be sought for in 
the future?- — I think there is only one 
station that is a full coal and oil burning 
station, and that is Kingsnorth. I am 
not sure whether you have any other 
kind of station in mind. Kingsnorth is 
regarded as the only dual fired station. 

269. Is that near Rochester? That 

is the one, yes. 

Mr. Stoddart. 

270. I think there is one at March- 

wood. 1 do not know that one. That 

may be an experimental unit. As far as 
I know Kingsnorth is the only major dual 
station. In the event I do not think this 
has been a great advantage to the 
electricity industry. I say in the event 
because the industry hoped that they 
were going in fact to do some playing of 
the market as between coal and oil, and 
of course there was the idea that they 
would get an additional degree of 
security for their systems but in the 
event, over the period of operation, oil 
has invariably been cheaper and there- 
fore the station has always operated on 
oil. As regards the broader question 
whether it would be advantageous to 
have more coal and oil dual purpose 
stations, I think one has to say that it is 
probably not of very great advantage, 
certainly not in any sort of short term 
economic calculation, first of all because 
it costs in today’s prices about £5 per 
kW extra, to get this dual firing, so that 
is an important consideration, and 
secondly because if you are aiming at 
flexibility so far as additional coal bum 
is concerned, the system as it exists to- 
day has a very considerable potential for 
burning more coal owing to the fact that 
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the coal fired stations are not by any 
means working at full load factor, so if 
coal is cheaper you can always burn 
some more coal ; but at the present 
time, owing to the nature of the system 
and because the relatively few oil stations 
are working at a pretty high level of 
utilisation, there is not much flexibility 
in the direction of increasing the oil 
usage if you were short of coal. What 
the electricity industry would prefer to 
have, although this is perhaps a partisan 
view, is a few more oil stations. 

Chairman. 

271. How flexible is the distribution 
network and how flexible will it need to 
be to cope with economic change in the 

next 10 to 20 years? 1 do not know 

that I can answer the second question 
except by inference. The system in 
general terms at the present time is 
highly flexible. We saw that during the 
coal and electricity crisis last February; 
even when stations were out for a variety 
of reasons it was nevertheless possible to 
move big blocks of current about the 
country. Inevitably, however, even 
within this generally flexible system there 
are certain localities which as a result 
of load growth and the absence of recent 
investment have not got very much 
flexibility and therefore it is part of the 
Generating Board’s investment pro- 
gramme to look ahead and ensure that 
additions to their trunk transmission 
facilities are included and provided in 
good time, and that is what they are 
always doing. It is a matter of moving 
through a period of stringency in a 
locahty and making it good, after which 
you get a little bit of extra slack but 
overall there is flexibility. 

Mr. Stoddart . 

272. I do not know how far your 
Department goes into this but is your 


Department sure that the C.E.G.B. is j. ' 
fact pursuing the right sort of policy 
which is, as you know, to build large * 
power stations in various parts of t£ 
country where there is sufficient coal and 
water and then transmit the electricity 
over long distances? That means trans- 
mission losses and there is also the danger 
of cascade tripping which has occurred, 
not in this country perhaps, some years 
ago in New York with almost disastrous * 
consequences. Does the Department 
examine this? Does it look at it from 
the strategic point of view of having a 
small number of large power stations 
sited in easily bomba ble areas, if you 
like, and have they considered the effects 
on the environment, particularly bearing 
in mind the outcry there is against the * 
400 kV transmission lines which are 
apparently to be doubled in the not too 
distant future? Does the Department 
have talks with the C.E.G.B. about this? 

Yes, we have had some talks with 

the Generating Board on this. I would 
not say that so far it has ranked as one 
of our major topics but we have covered “ 
it and in fact the Generating Board's 
recent investment programmes have in- 
cluded provision for the construction o( 
relatively small 300 mW stations and one 
900 one is planned in the centres of the 
big consumption areas. The Generating 
Board is stuck at the moment with their 
proposal for building a power station 
down at Blackwall because of planning , 
considerations, but one of the motives in 
their mind there was to get the genera- 
tion nearer to the point of consumption. 
So this is a factor that is in their minds 
and one that we 'have asked them 
about but inevitably, as with so muchij 
electricity, it is a matter of balancing! 
great variety of considerations of which . 
cost is certainly a very important one. 

Chairman .] Thank you very much. 
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WEDNESDAY, 18m OCTOBER, 1972. 

Members present : 

Mr. Russell Kerr, in the Chair. 

Sir Henry d’Avigdor-Goldsmith. Mr David Stoddart. 

Mr. Dormand. Mr. Tugendhat. 

Mr. John Golding. 


MEMORANDUM SUBMITTED BY THE DEPARTMENT OF THE 
ENVIRONMENT 

GOVERNMENT CONTROL OF THE BRITISH RAILWAYS BOARD’S 
INVESTMENT PROGRAMME 

Memorandum by the Department of the Environment 

Statutory Position 

1. The formal position on the Secretary of State’s control of British Railways 
Board investment is laid down in Section 27(2) of the Transport Act 1962. This 
reads : 

“ A Board, in framing and carrying out proposals involving substantial outlay 
on capital account by the Board or a subsidiary of the Board, shall act on 
lines settled from time to time with the approval of the Secretary of State." 

Agreed Memorandum on Procedures 

2. The arrangements for giving effect to these provisions are embodied in a 
procedure memorandum agreed early in 1970, between the then Ministry of 
Transport and the Railways Board. 

3. The memorandum identifies two objectives for the control exercised by the 
Secretary of State : 

(a) assurance that investment projects are consistent with national economic 
and transport policies (including the Government’s regional policy) and 
with the efficient laying out of such national resources as are available to 
the transport sector. 

( b ) assurance that money invested in the Board’s undertaking, considered purely 
as a commercial undertaking, is laid out in the best manner having regard 
to the Board’s obligations and finances. 

4. The memorandum recorded that, while objective (a) was something which 
would always be a proper matter for the Secretary of State to concern himself 
with, it was the intention that objective ( b ) should be achieved primarily through 
the management of the Board itself and that the Ministry would only wish to agree 
the methods of economic evaluation and to remain assured that proper procedures 
were laid down and carried out within the Board. 

5. The procedures were drawn up in anticipation of the full implementation of 
Corporate planning, a process on which the Board had only recently embarked. Die 
Corporate Plan was to be a fully co-ordinated plan for the achievement of objectives 
set for the business of the Railways Board as a whole. The investment programme 
was to be justified by the Plan itself and the policies defined in it for each part of 
the business. Within the framework of the component business and resource plans, 
the role of the investment programme would be clear. In particular, the contribution 
of investment to achieving the finan cial objectives was to be brought out. 

6. The memorandum recorded that, once Corporate Planning was fully in effect 
in a form which met the Ministry’s requirements, the Ministry would not wish to 
examine in detail more than a small sample of individual schemes. The purpose of 
this detailed look would primarily be to enable the Ministry to satisfy itself on the 
development of the Board’s appraisal techniques. But it was understood that very 
large schemes, or special schemes such as those affecting grant aided passenger 
services would require to be submitted individually. 
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7. In essence, the procedure memorandum provided for a major shift in approx 
on investment control from one based on the appraisal of individual projects to op ' 
in which the primary feature would be an annual discussion of the broad lines o ; 
the Board’s commercial policies as revealed and justified by the Corporate PlaJ * 
While the Plan should broadly justify the general shape, composition and she „■ 
the investment programme, this would not dispense with the need for detailed 
assessment of the individual projects making it up. But, once the Ministry bj 
satisfied themselves on the general soundness of the Plan as a whole, they intended 
that the detailed project appraisal should largely be left to the Board. 

Present Position 

8. The Board’s first Corporate Plan was presented to the Minister for Transport 
Industries in January 1971 and the second in February 1972. The submission of 
first plan was followed by a concentrated series of discussions between the Depart- 
ment and the Board to enable the Department to reach a full understanding of k 
planning process, the options which had been examined, and the basis on which tfc 
particular mix of policies represented by the Plan had been arrived at. Subsequently, 
arrangements were made for this series of discussions to be extended to enable 
Department to keep abreast of the development of the second Plan, to provide fo r 
an exchange of views on economic and other assumptions critical to the develop, 
ment of the Plan, and to enable the Department to provide at the right time essentia 
inputs such as assumptions on policies for the grant-aided passenger services operate! 
by the Board. As a result, the thinking underlying the Second Plan was alreadr 
well known to the Department by the time it was submitted. 

9. The Department’s appraisal of these first Corporate plans revealed the size 
and complexity of the problems still to be dealt with before the Board could read 
an assured basis for long-term financial viability. Major doubts remained about 
the ability of the planned investment to pay its way. So long as this doubt remains, 
the Secretary of State is bound, given objective (b) as set out in paragraph 3 above, 
to take a closer interest in the substance of individual capital expenditure proposals 
than, the procedure memorandum envisaged. 

10. This is not to say that introduction of Corporate Planning has not had a 
major impact on the Department’s methods of assessing the Board’s investment 
programme. The discussions which used to take place about individual projects 
reflected an attempt on the part of the Department to deduce from the materia! 
submitted in support of particular proposals, the nature of the general business plans • 
within which the investment proposals were framed. To start from objectives and 
business plans and work towards the individual investment proposals has proved a 
much more satisfactory approach and in the process it has resulted in the creation 
of a constructive dialogue between the Department and the Board. 

11. The introduction of Corporate Planning has, despite the uncertainties referred 
to above, led to a substantial reduction in the number of cases “ called in ” for 
the specific approval of the Secretary of State. And many of those which art 
called in are cases where, either because the projects relate to grant-aided passenger 
services or qualify for “ infrastructure ” grant, the Secretary of State has a direct 
interest not only as lender but as the provider of grant from public funds. Since, 
in this latter case, the projects have to be justified by their social or economic 
value rather than by the direct financial return to the Board, it is necessary for 
the Secretary of State to satisfy himself about the strength of the case in cost- 
benefit terms, as well as to establish the financial effect on the Board. 

12. Selection of projects for individual examination is made from a list provided “ 
by the Board of all rail investment projects estimated to cost over £250,000 together 
with smaller projects with a. significant effect on grant-aided passenger services. 
Projects by the Board’s ancillaries costing £100,000 or more are also listed. The 
Board normally indicate which of these projects they feel it would be appropriate 
for the Secretary of State to call in. Over the three years in which these procedures 
have been in operation, the Department have been able to accept the Board's 
suggestions with only very marginal adjustments. 
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13. In submitting projects to the Department the Board normally provide: 

(a) a general description of the proposal together with the estimated cost and 
spread of expenditure, 

(b) a statement of the effect on revenue account after full implementation, 

(c) a discounted cash flow assessment showing Net Present Value, internal 
rate of return and break-even year, 

id) an analysis of the N.P.V. showing separately the N.P.V.s of the costs and 
benefits, the latter split between increases of revenue and changes in operating 
costs, 

(e) where the investment is likely to attract infrastructure grant the figures in 
(c), are given both for gross outlay and the outlay net of grant, 

(/) assumptions about price levels, 

(g) a description of the alternatives considered, 

(li) a list of key assumptions on traffic levels, share of market, action by 
competitors ; the results of sensitivity tests exploring the effect of variations 
in these assumptions are normally provided, 

(i) information on the profitability of the present service, 

(j) the effect on unremunerative passenger service grants, and 

(k) any other special features. 


14. Where approval is particularly urgent or the project is particularly difficult 
B.R.B. increasingly give the Department advance warning by providing drafts of 
submissions made to their Board or by discussing the main features of the proposal 
informally and in advance. Apart from its value in speeding up the consideration 
of proposals, tins also provides opportunity for the Department to make any 
contribution it can, e.g. in relation to commodity forecasts bearing on the traffic 
likely to be available. 

15. On receipt of an investment proposal, the Department’s primary aim is to 

satisfy itself that the project can be expected to meet the government’s test discount 
rate This involves considering the main areas of risk and gauging the degree of 
risk'in relation to the total size of the project. Where traffic forecasts are important, 
the Department compares the Board’s figures with any which are available from 
other sources. For example, in the case of a new ship for the cross channel services 
the traffic estimates would be compared with those developed for the purposes of the 
ch annel tunnel studies. Where investment is proposed for a grant-aided service, 
the payback period is compared with the Department’s assessment ot the likely 
future life of the service. Throughout the whole process of investment appraisal 
the Department draws heavily on the information it has already gathered m the 
course of the appraisal of the Corporate Plans about the general strategy for the 
business concerned and the relationship of a particular project to ’ 

Eventually a recommendation is prepared on whether or not the project should oe 
approved. In recent years no projects have been turned down but in a. few cases 
the Board have been asked to reconsider certain aspects of the proposals. 

16 In cases where the justification for a project rests wholly or partly on social 
benefits external to British Railways, the investment Proposal mi ‘fwdfteen^^d 
tion is accompanied by a cost-benefit appraisal, unless it has already been agreed 
between the Board and the Department that the Department should take primary 
r^ponTO for ' assessing the sodal benefits. Eiffier wa* ffiere is 
between the Board and the Department on the development of these apprai . 
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the cost envisaged. The problems which remain are those associated with renewing 
or developing parts of an integrated network the future viability of which is stif 
subject to doubt. 


Examination of Witnesses. 

Mr. W. J. Sharp, Under-Secretary, Railways Directorate, Mr. F. J. Ward, Under. 
Secretary, London Directorate and Mr. A. J. Rosenfeld, Assistant Secretary 
Finance, Transport Industries, Department of the Environment, called in and 
examined. 


Chairman. 

273. Welcome, Gentlemen. Mr. 
Sharp, perhaps you would introduce 

yourself and your colleagues? (Mr. 

Sharp.) I am the recently appointed 
Under-Secretary of the Railway Direc- 
torate of the Department of the Environ- 
ment, which deals solely with the affairs 
of the Railways Board. I was appointed 
the day after The Sunday Times’ article 
was published about the Department’s 
confidential working document. For 
about four or five years before that I 
was dealing with nationalised transport 
industries’ investment across the board. 
I was succeeded in that post by Mr. 
Rosenfeld. Therefore, between us we 
have experience stretching over about 
seven years on nationalised transport 
investment. Mr. Ward is Under-Secretary 
in charge of the London Directorate. 

274. Thank you for your Memoran- 
dum. First of all, I should like to ask 
a few questions specifically relating to 
that Memorandum. In paragraph 3(a) 
of the Memorandum it is stated that an 
objective for the control exercised by the 
Secretary of State is an assurance that 
investment projects are consistent with 
national economic and transport policies, 
including the Government’s regional 
policy. What other Government Depart- 
ment’s are concerned, and would the 
Department describe the inter-Depart- 

ment procedures involved here? 

Basically this is an economic exercise. 
The railways exist to provide services 
which the community needs. Therefore, 
an essential element in the yearly pro- 
cess of reviewing their investment plans 
is for them to have the best idea pos- 
sible of what the community will be 
demanding from them during that year 
and for the whole five-year period with 
which their corporate plan is concerned. 
The basis of that is forecasts made by 
the Treasury of .the state of the economy 
and the growth rate. This gives them 
a picture of how the business com- 


munity and the private community ^ 
passenger services will come to them 
services. In addition to that, because 
they are particularly dependent upon 
coal and steel — heavy freight traffics- 
there is close association with the 
Department of Trade and Industry which 
is now responsible for the affairs of the 
nationalised industries dealing with those 
basic traffics. The Department passe 
the Treasury’s forecasts to the Railways 
Board. We will consult with the Depart, 
ment of Trade and Industry on par- 
ticular sectors and forecasts of those 
again will be passed to the Railways 
Board, which will work on the fore- 
casts that have been given to them and 
work up future plans for their business, 
There could be consultation with other 
Departments on particular matters. For 
example, the Foreign Office could be 
consulted on Channel Tunnel invest- 
ments. 

Sir Henry d‘ Avigdor-Goldsmid. 

275. Do your investment projects 
embrace the concept of British Rail 
enjoying public dividend capital, that is, 
interest free loans? We have con- 

sidered this from time to time but the 
concept of public dividend capital has 
never been admitted as applicable to the 
Railway situation, where we do not have 
the cyclical situation of the Railways be- 
ing profitable one year and unprofitable 
the next, or over a span of years switch- 
ing from one to the other. Basically, 2 
one reviews their financial history over 
the last ten to fifteen years, one will 
see that they have been consistently un- 
profitable. _ This fact has been hidden 
by the various steps which Governments 
of both complexions have taken to adjust 
their accounts. However, if one reviews 
it over the years one sees that on average 
something like £100 million to £150 mil- 
lion has been provided by the taxpayer 
in one form or another to assist the 
Railways. This is not a situation in 
which the concept of equity capital or 


Printed image digitised by the University of Southampton Library Digitisation Unit 


NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


71 


IS October, 1972.] Mr. W. J. Sharp, Mr. F. J. Ward, [Continued. 

and Mr. A. J. Rosenfeld. 


public dividend capital has in my view 
much application. 

276. You have given the text book 

answer which I have had repeated to 
me from various sources. However, you 
now have a third London Airport at 
Maplin, an essential part of which is a 
proper rail communication from Maplin 
to London. Would it not seem to you 
that such an expenditure, which would 
be very large, is unlikely to be interest- 
earning for some little time? That 

might well be so. I would not exclude 
the possibility of the Railways Board 
forming a company to deal with particu- 
lar projects in which there could be 
genuine equity capital. That might be 
a way of dealing with particular pro- 
jects. I was talking about an overall 
financial situation. 

277. Would you think it right that the 
third London Airport should be deprived 
of this essential rail link because British 
Rail did not think it was possible for 
them to service the capital in the years 

of construction? 1 think I would go 

even further than that and say that it 
would be quite wrong, but I do not think 
that position would be allowed to 
develop. 

278. In other words, you accept that 
in certain projects public dividend capital 
might be an acceptable way of dealing 

with a particular problem? -'No. 1 

would accept that the projects should be 
carried through and that the physical 
construction should be undertaken, but 
the manner in which they are financed 
is a separate matter and public dividend 
capital would be one way of providing 
the finance for a particular project but 
there could be other ways. 

Sir Henry d’ Avigdor-Goldsmid.] The 
form of words I used was “you would 
not exclude and you do not exclude ”. 

Mr. Dormand. 

279. Mr. Sharp, you prefaced your 
remarks by telling the Committee that 
you and Mr. Rosenfeld had certain 
expertise in dealing with matters sub- 
mitted to you. Would you tell us 
exactly what that expertise is. _ It is 
obviously not just a matter of getting the 
sums right ; it is not just a matter of 
economics. It may not necessarily be a 
matter of accountancy. It may also re- 
quire some knowledge of social needs. 
I am wondering — I am asking for some 


where your expertise beats that 

of the experts of the Railways? 1 said 

experience, not expertise. I would not go 
so far as to claim any professional 
expertise in this matter, because basically 
we are not accountants or professionals, 
we are administrators trying to cope with 
whatever jobs we are given from time 
to time. One of those jobs, perhaps more 
important than most, is to get the invest- 
ment programmes of the Nationalised 
Industries as right as possible from a 
Governmental point of view. We are 
not basically concerned with the way in 
which the programme is built up by the 
industry. Parliament has given the assets 
of the nationalised industry to the Board 
to manage. We cannot run a business 
from the Department. Investment is an 
essential part of the running of the 
business of, in this case, British Rail. 
Basically, they are responsible for making 
up their investment programme, but, as 
this Memorandum says, they cannot do 
it in isolation from national considera- 
tions, and indeed, from consideration, 
in the transport sector where there are 
competing claims. Our business is to 
help them, by close communication in 
the process of making up the programme, 
to understand the considerations which 
Ministers will bear in mind, to help them 
present that programme to the Treasury 
and, at the end of the day to secure the 
money which it is judged right for British 
Railways to carry forward a realistic 
investment programme. 

Mr. Golding. 

280. Do you think that the normal 
criteria of the Nationalised Industries 
ought to apply to railways, bearing in 
mind the very heavy cost of the pro- 
grammes? 1 think we are now in a 

period of change. Up to this point of 
time the Railways Board had been looked 
on as a commercial undertaking and 
this tenet has been essential to Govern- 
ment policy over the years. It has been 
looked on as a nationalised industry with 
a commercial remit. When losses have 
been incurred, and something has been 
done which invokes the maintenance of 
that commercial remit, capital has been 
written off and grants have been made 
but policy has still depended on the 
concept of a commercial undertaking. 
In view of the measures which have 
already been taken, which involve assist- 
ance over the years averaging something 
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like £100 million to £150 million, which 
has been expressed in various ways 
including very substantial write-offs of 
capital debt amounting to well over 
£1,200 million, we may now come to a 
stage when we realise that we need a 
new policy. This is, in a way, what the 
Department is engaged on doing now, in 
consultation with the Railways Board: 
reviewing their prospects and seeing 
whether some new remit is desirable. 
That would then react back, I think, on 
the criteria which you apply to particu- 
lar projects. We have already realised 
that railways in the conurbations, par- 
ticularly London, are essential and pro- 
jects are appraised there on a cost 
benefit basis where that is appropriate. 
They are not done on a straight financial 
basis, taking into account only what 
comes into the Railways Board through 
the ticket offices. The community costs 
are taken into account as well. The 
Government provides finance through 
what are called infrastructure grants tp 
enable the Railways to provide the facili- 
ties which the public want, as judged by 
Ministers. 

281. Why do you confine cost benefit 
analysis to London? Would not it be 
more appropriate to apply this to the 
country as a whole, given that the State 
has to provide the money for roads as 

well as railways? There is a difficulty 

about cost benefit analysis in that certain 
assumptions have to be made which 
penetrate through the whole exercise. 
The assumptions might be right or 
wrong. One has to make the best 
possible judgment one can about it. 
On the other hand, one can do a 
financial analysis and then o-ne knows 
one is relying on facts of the market 
and getting an answer which may not be 
a final answer, but which through the 
market process reflects the needs of the 
community in so far as one can estab- 
lish them. 

Chairman . 

282. Is not this a contradiction? Is 

not it always true that there is a social 
cost and that you are in a sense putting 
the cart before the horse if you, in effect, 
confine yourselves to financial considera- 
tions only and do not try to do a balance 
sheet based upon social costs? Cer- 

tainly this is true in the conurbations 
where large numbers of people are 
affected’ by whatever goes through 


them, either motorways or, for that 
matter, railways. Railways have some 
social costs as well in the conurbations 
As far as inter-urban transport is con- 
cerned, which Mr. Golding is talking 
about, for example, from London to 
Newcastle, we have to resort to cost 
benefit appraisal in order to judge the 
road projects because there is simply no 
other way of doing it. There is no 
pricing mechanism for the roads. If one 
were to abolish fuel tax and rely on 
tolls, it would perhaps be another 
matter ; one could then do a straight 
financial analysis ; but that is not the 
case. On the Railways, however, you 
can do what, in our view, is quite a 
satisfactory financial analysis of the 
returns which you get on an investment 
in the inter-urban situation. 

283. I am not very happy about this. 
I think you can get a financial answer 
but this is really irrelevant. From a 
community point of view — and this 
surely is what a national railway system 
is all about — it is most important that 
we bring in these social factors, which 
are the only things that matter in the 
end. To come to the question of roads 
and railways, for example, in my opinion 
there is certainly an enormous social 
cost because of the excessive concen- 
tration on roads as opposed to rail. Not 
to take into account that sort of thing 
must surely prejudice your chances of 
putting together a policy that is meaning- 
ful and in the interests of the people? 
— -On the road side we do take the 
social costs into account. It is done 
on a cost benefit basis and the costs to 
the community — travel, accident loss, 
congestion — all come in just as much 
as the benefits to the community. I 
am saying that on the Railways you can 
get more reality and a better judgment 
of the return on investment projects 
through the market process because, on 
the whole, they do not have such severe 
environmental effects as roads, so there 
is less social cost to the community to 
take into account. The demand for 
them is satisfactorily expressed through 
the use which people make of them, 
which is expressed through the revenue 
of the Railways. 

Mr. Stoddart. 

284. I have been wondering exactly 
how the Ministry works. Mr. Sharp has 
described the talks which go on with 
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the Railways Board. Less than two weeks 
ago we read that the same Department 
were undertaking another form of re- 
search which would just about have 
killed the Railways. How can we re- 
concile the view which supports the Rail- 
ways on the one hand, when there is 
another set of economists in the Depart- 
ment busy saying that we can do with 
3,800 track miles of railways? I should 
like to have an understanding of the 

process by which this goes on? 

May X answer that by reading out a 
statement which the Secretary of State 
is making today. I think it is by way 
of an answer to a written Question 
because there has not been an oppor- 
tunity to make an oral statement. It is 
in reply to two Questions put down by 
the Members for Sunderland South and 
Montgomery. The Secretary of State’s 
answer is as follows : “ I will, with per- 
mission, answer this Question and Ques- 
tion No. 39, together. As my Rt. Hon. 
Friend, the Minister for Transport Indus- 
tries indicated yesterday, the document 
to which The Sunday Times drew atten- 
tion on the 8th October is merely one 
of a series of studies undertaken by 
officials in my Department and by British 
Rail themselves. This process, which is 
not yet complete, is made necessary by 
the financial position of the Board. 
Future policy will not be decided before 
there has been the most careful con- 
sideration of the alternatives and the 
costs attaching to each. Meanwhile I am 
sure that the House will wish to avoid 
premature conclusions about the results 
of these studies and will have in mind 
the grants and loans already made by 
the Government to the Railways, £100 
million in 1971, and an estimated £160 
million in 1972. These figures include for 
the first time in history grants for 75 
per cent, of the cost of new trains and 
signalling for use in urban areas. In 
addition, the Government are pressing on 
with the studies on the building of a 
Channel tunnel. If this proves to be 
viable, it would link up the railway 
system of Britain to the railway system 
of Europe with all the opportunities 
that that would present to British Rail- 
ways. I regret very much that this con- 
fidential working document should have 
been disclosed and that its publication, 
completely out of context, should have 
given rise to widespread and unnecessary 


anxiety.” As I have said, I took over 
the day after that article appeared. I 
have not read this confidential working 
document because my copy was imme- 
diately withdrawn along with everyone 
else’s copy in the Department in order 
that the security hounds should begin to 
try to discover the source of the leak. 
Broadly, that statement amounts to this : 
a certain amount of staff work was going 
on in the Department arising from the 
financial predicament of the Railways. 
The Minister just cannot stand back and 
be equable about British Rail incurring 
a greater and greater deficit over the 
years. Work has to be done on the 
courses which are open to him. Also, 
the Railways Board themselves have to 
consider the options which are open to 
them. There are several constraints act 
ing on the Railways Board and on the 
Minister, but both, in duty bound, have 
to consider what they need to do about 
a situation in which a growing deficit 
seems to be emerging. The document 
which was leaked to the press was part 
of that work in the Department. How- 
ever, it would be a great mistake to 
assume from that that the Department 
of the Environment is in any way anti- 
railways. This is just not so. After a 
gap of three years away from their 
affairs, dealing with roads in fact, I have 
noticed a very considerable improve- 
ment in the relations between the Min- 
istry — I call it “ Ministry ” because it 
was the old Ministry of Transport and 
basically the same people are still inside 
that Department dealing with the Rail- 
ways Board — and the Railways Board. I 
would say that the officials of both 
organisations are closer than ever before, 
not only on matters of investment, but 
stretching across the whole board of the 
various grants which are made and in 
consideration of the Railways corpor- 
ate plan. 

285. Whilst I am glad to have the 
assurance that there is no anti-British- 
Rail feeling in the Department, never- 
theless there is a feeling that the roads 
are very much stronger. Because British 
Rail are losing a certain amount of 
money — so many million pounds — we 
are having an intensive study into rail- 
way operation and the rail network, but 
at 'the same time, are we having the 
same sort of thorough study into the 
real economics of the roads? Surely 
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this has to go on at the same time? 
Because there is not a £100 million loss 
on the roads, does not really mean that 
in all respects the roads are a profitable 
operation, particularly in so far as the 
carrying of goods is concerned. Are 
studies being conducted into the real 
cost and the real profitability or loss- 
making on the roads? That is a very 

fair question. I think one needs to con- 
sider all aspects of road investment when 
one is considering the options which are 
open to future investment in the Rail- 
ways. Basically, the construction of new 
roads seem to be based on providing 
what the community want. It is only 
twenty years since a derisory sum of 
money was being spent on roads each 
year — something of the order of £5 
million on new construction and major 
improvement of roads. In practical 
terms there was no new road develop- 
ment. A little more money was being 
spent on the Railways, but not very 
much more. Then round about 1955 the 
British Transport Commission, who were 
then responsible for railways, produced 
their modernisation plans for the rail- 
ways which involved expenditure of 
£1.660 million on the railways over a 
fifteen-year period. That money has, in 
fact, been spent. However, there was 
no corresponding surge in road expendi- 
ture as early as that. It was not until 
the late 1950’s when pressure came on 
the roads through the effects of deration- 
ing petrol, the growth of the motor indus- 
try and the general rise in the standard 
of living, that the Treasury were per- 
suaded to provide a reasonable budget 
for road expenditure. Gradually that 
expenditure has mounted until now it 
is very much more, of course, than 
expenditure on new railway development. 
This reflects the basic fact that most 
people want to travel by road ; the road 
network is extremely extensive ; it is well 
over 200.000 miles compared to a rail 
network of about 11,500 miles, and its 
flexibility gives people, in these days of 
high living standards, a means of getting 
about which the railways do not. People 
are not satisfied with travel by rail, 
either as private persons or by sending 
their goods by rail, unless they are in a 
position where they can go from point A 
to point B without a good deal of inter- 
change, and this certainly can be the 
case in Inter-City passenger travel and 
in bulk freight travel. However, for 


the generality of transport the raj ' 
ways do not even begin to comiw. 
with roads, and this is why there fa ’ 
had to be this massive expenditure 
the road system. On the other side# 
the coin there is no doubt that 4, 
growth of the road programme in flj 
way has inflicted costs on the communm 
and this really ought to be taken fajj 
into account. The Government aa 
nounced yesterday a process for com. ’ 
pensation and the better design of roads 
in urban areas. This will reflect bad 
on the cost of roads and hence » 
whether it is worth building a road in a 
particular place. We have commissioned 
a study which will try to assess as fe 
as possible and put in money terras th 
costs of the environmental effect oa 
roads so that that can be put in tie 
balance sheet in reviewing what should 
be done about road policy in the future. 

Sir Henry d’Avigdor-Goldsmid. 

286. I should like to refer to the 
Ministerial reply which you read out. If 
I may say so, it had the assurance which 
usually attaches to written replies to 
this House. You referred to this pur- 
loined document as a working docu- 
ment. May we assume that there ait 
in existence, without treading on for- 
bidden ground, other documents indi- 
cating what the cost would be to provide 
the country with the rail services it ii 

now asking for? There are no sue! 

documents putting it just in those term 
There are other documents which bar 
on the problem and there will be mum 
more documents before the winter is 
over, provided by British Rail to us aid 
written by officials in the Department 
and, no doubt, by Ministers themselves 
for consideration by colleagues. 

287. Are not there in existence otto 
documents which would allow the revis- 
ing Minister or body to take a decision 
between various alternatives? The do® 
ment you have mentioned points to oat 
alternative. There are others. I » 
asking whether or not these documenB 

exist too? Ministers have not yd 

considered any documents at all. Minis- 
ters are, of course, the people who 
make the decisions on this. The fed 
that officials have written documents it 
any particular point of time really dos 
not matter one way or the other becaus 
officials do not make the decisions ii 
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these matters. What I can say is that 
before Ministers do take the decision on 
this very important topic, they will have 
papers before them, not only from the 
Department but from the Railways 
Board, which survey all the options, 
which put all the alternatives before them 
and which put what could be called the 
rail case if you regard the document 
which was referred to in The Sunday 
Times as the anti-rail case. (Mr. 
Rosenfeld.) We should not leave the 
Committee with the impression that this 
document only discussed one alternative. 
It did not. It discussed several alterna- 
tives. It was the blacker aspects of it 
which have been reported. 

Mr. Tugendhat. 

288. When you are taking into account 
the cost of roads and when you are 
comparing the cost benefits, and par- 
ticularly the community costs of the 
two, to what extent do you take into 
account the cost of providing parking 
facilities? We have heard that people 
prefer to use their cars to get from A to 
B — my constituency is, on the whole, 
B, into which the commuters come. They 
come into the middle of London and 
fill up the streets in which my con- 
situents live ; parking facilities are 
sometimes provided by their offices ; 
they create traffic congestion. To what 
extent are the costs of actually account- 
ing for the static cars taken into account 

in all this? (Mr. Ward.) I should, 

perhaps, answer this from the London 
point of view, not least because I 
believe the documents the British Rail- 
ways Board supplied to the Sub- 
Committee included a very complicated 
cost benefit analysis in support of the 
Borough Market junction resignalling. 
The answer is — and this may not be quite 
so specific as Mr. Tugendhat would 
ideally like — that they are taken into 
account as much as we can. One has to 
accept that this particular technique of 
cost benefit analysis, involving social 
costs, the value of lost time and things 
of that kind, is a very new technique. 
My personal feeling is that it will never 
be a perfected technique ; it will cany 
on growing all the time. When all 
is said and done, if in that cost benefit 
document one says that one will allow 
for a chap occupying productively half 
the time he has saved by a quicker 


journey, that is speculative in itself. We 
try to allow for these things. The cost 
of parking, of course, is being pursued 
separately from this. About last June 
or July the Greater London Council 
published a public discussion paper 
about this which canvassed, speculatively, 
a tumround in opinion. Instead of say- 
ing that new offices ought to provide 
parking space, it is said that they perhaps 
ought not to and that they ought to 
convert their existing parking space into 
storage space. If you enlarge cost 
benefit analysis in this way, you may 
finish up by comparing apples with pears 
and in the end you make a subjective 
judgment. 

289. I appreciate that they are new 
techniques and are extremely difficult 
to measure, but can you assure me that 
when you are thinking about road con- 
struction, you are taking into account the 
cost of what happens to the car when it 
reaches its destination as well as the 
cost of getting it to its destination? 

Indeed I can, Sir. I happen to have 

in front of me some Greater London 
Council and London Transport figures 
for last year. These are figures of people 
arriving in central London by private and 
public transport daily between 7.00 a.m. 
and 10.00 a.m. Something like 137,000 
people arrived by private transport and 
about 989,000 arrived by public trans- 
port. The effect of those 137,000 arriv- 
ing by private transport is quite awful. 

It p-roduces the road congestion and the 
parking problems that Mr. Tugendhat 
has mentioned. Even a small percentage 
loss in the number of people arriving by 
public transport can be relatively a very 
large accretion to the damage caused by 
private transport. This is the problem 
we have and which we are extremely 
conscious of. 

Mr. Stoddart. 

290. Mr. Sharp mentioned capital in- 
vestment as far as the roads were con- 
cerned. He mentioned a figure of £1,660 
million invested over 15 years by the 
Railways and talked about £5 million 
invested on the roads. Would he agree 
that that figure does not, in fact, in any 
way take into account all the elements? 
First of all, would he agree that the 
capital cost of £1,660 million incurred 
by British Rail includes vehicles and, if 
that includes vehicles, would he not agree 
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that certainly over the last ten years 
the capital cost of providing a road ser- 
vice has been somewhere nearer £2,000 
million per annum rather than the figure 
he mentioned? Does the Ministry also 
take into account the very high ex- 
penditure incurred by local authorities 
on road improvements, the provision of 
car parks as well as the private 
provision of car parks, signalling light- 
ing etcetera, when it makes these studies, 
because these are all elements? Would 
Mr. Sharp not agree that these elements 
must be taken into account if a proper 
comparison is going to be made between 
the economic viabilities of one system as 
against the other? Could I also ask 
whether, once these studies have been 
made, officials would tell the Minister 
that the public are very concerned about 
this matter of transportation and environ- 
mental grants and would they advise him 
to publish a Green Paper so that the 
public themselves can have a say in what 
sort of transportation system we are 
going to have in this country in the 
future? — -{Mr. Sharp.) First of all, yes, 

I entirely agree that all these factors 
should be taken into account. Of course, 
the question of a Green Paper is for 
Ministers, but I would certainly like to 
see this whole subject opened up to wide- 
ranging public discussion. I think that 
although it is very unfortunate that this 
particular document was leaked to The 
Sunday Times, because it represented a 
one-sided view of what was going on, in 
a way it has been healthy in opening up 
the subject and alerting people to what 
was going on and will, no doubt, lead to 
pressure for further public discussion. I 
think tills is a healthy process which 
should lead to a better answer in the end. 
This is the advice which I would cer- 
tainly be tendering. I hope I have not 
given the wrong impression in setting £5 
million against £1,660 million. The point 
I was trying to make in that connection 
was that in the early 1950s very little 
was being spent on either roads or rail- 
ways. In the middle 1950s considerable 
sums of money began to be spent on the 
rail system itself and on what travelled 
on it because the figure of £1,660 million 
did embrace the vehicles as well as the 
tracks. Road investment began to go 
up dramatically in the late 1950s and the 
figure I was talking about does not 
include the vehicles which travel on the 


system, which is provided by the Govern ' 
ment, i.e. the roads themselves. 7 k. 
total cost of what one might call the * 
roads and the use of them is very much 
higher. On the other hand, so is ^ 
total benefit, otherwise people would not 
use the roads in the way they do. 

Chairman. 

291. When your Department is engaged * 
in demand forecasting, is it your practice 
that these assumptions about road and 
rail traffic should be done separately 0 r 

are they done jointly? In practice 

they are done separately. You can loot 
at it on two levels really : setting the total 
size of the budget and what is available 
for road expenditure, and project by pro- 
ject deciding whether or not to go ahead 
with a particular scheme. The overall 
process is done separately largely because 
of the different organisational structure. 
The Railways’ assets are vested in an 
independent organisation, the Railways 
Board, who are charged with running the 
railway business. They draw up their 
investment programme in the light, 
basically, of what they consider is best 
for the business taking into account the 
economic forecasts provided by the Gov- 
ernment, either through the Treasury or 
the Department of Trade and Industry, 
which are examined and adjusted by the 
Raiiways Board themselves on particular 
sectors of the business. I think it is true, 
certainly over the last two or three years, 
that as far as the railway business is 
concerned, the Railways Board have 
secured the total investment that they 
wished for their business. 

292. In terms of getting the policies 
right, would you not think that this 
method of separate assessment of the 
situation carries very great dangers? Does 
not it make it unlikely that you are going 
to get it right in terms of an optimum 

national transport policy? If they 

were competitors over substantial tracts 
of what they were doing, that would 1 
think follow, but our view is that, on the 
whole, road and rail are serving separate 
markets. 

293. But not separate potential markets 
Is there, for example, any part of the 
railway planning that takes account of 
possible future restrictions on heavy 
goods traffic using the roads? — -That 
is a very fair point. I am sure that the 
Railways management try to make a 
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judgment about what might happen to 
the statutory framework within which 
road haulage operates, not only here but 
now they have to take the European 
Community into account, although per- 
haps the signs are not very promising for 
them there. 

Mr. Dormand. 

294. Mr. Sharp said that he agreed 
that the factors which Mr. Stoddart 
raised should be taken into consideration. 
Does this mean that they are not, in fact, 
taken into consideration at the present 
time? Could I give you a more drama- 
tic example — The roads at the moment 
account for the most appalling loss of life 
— there are 7,000 people killed on the 
roads every year, quite apart from the 
23,000 who are seriously injured every 
year. Is this not one of the factors, 
along with the kind of thing my col- 
league was talking about, to be taken 
into account in assessing the investment? 

1 was answering Mr. Stoddart in the 

context of what would be taken into 
account if recommendations were made 
to the Minister about what the new rail- 
way policy should be, and that is why 
I said that they will be taken into 
account. In fact, these factors are taken 
into account now when considering new 
road projects, because the estimated cost 
of death and injury forms part of the 
cost benefit sum which is done on any 
new road project. 

Mr. Golding. 

295. You referred to the cost of carry- 
ing freight on roads and you said that 
you were sure that the British Railways 
Board take this into account. Is not it 
more appropriate for the Depaitment to 
take it into account to get some overall 
transport policy? Now that the M.6 
link has been opened, it is quite apparent 
that the M.6, according to studies under- 
taken by the Staffordshire County Coun- 
cil, is already between 40 per cent, and 
60 per cent, over-loaded. It is also 
quite apparent that if there is to be any 
safety on this road at all, either the 
amount of traffic on it has to be reduced 
or a new motorway has to be built. Will 
consideration be given by the Depart- 
ment to the costs of allowing present 
traffic to remain on the roads? — — Cer- 
tainly. The construction of roads is 
undertaken on a basis of costs and bene- 
fits over a period ahead — we do not just 


take the costs and benefits for the next 
year. We then discount them — perhaps 
over a twenty-year period. However, in 
the case you quoted, if a motorway is 
over-loaded the question will arise of 
whether another road is needed. The 
capital cost of providing that road would 
then be measured against the benefits; 
not only the capital costs, but the main- 
tenance costs of the road would be 
measured against the benefits which it is 
estimated the road would provide. 

Chairman. 

296. Reference is made in your Memo- 
randum to the Railways Board’s cor- 
porate plan. Can the Department ex- 
pand on the nature of this plan? Accord- 
ing to the Memorandum by the Railways 
Board, it covers a forward period of five 
years. Do the Department consider this 
long enough? It is not clear how the 
plan affects individual projects, in par- 
ticular the use of discounted cash flow, 
better known as DCF. Could you amplify 

and give us some examples? We very 

much believe in corporate planning and 
I think one can attribute the develop- 
ment of corporate planning in the Rail- 
ways to the work that Mrs. Castle did 
when she was Minister of Transport. 
What happened was that the Railways 
were then in a more or less chronic 
defict situation and the only planning 
which was done was through their yearly 
budget and yearly investment programme. 
She and the Chairman of the Railways 
Board decided between them to intro- 
duce consultants, who did a thorough 
study of the railway situation and recom- 
mended that corporate planning should 
be introduced. The Board themselves 
then worked out a detailed way of doing 
it and in 1971 introduced their first cor- 
porate plan. We had another earlier 
this year. I think the Ministry can say 
that this has been a very successful 
process because it has meant that the 
management for the first time in the 
Railways had to review their corporate 
activities, bring them together and analyse 
their business over the five-year period 
they had chosen in a way which relates 
their investment to their othei activities. 
It would certainly be preferable to go 
beyond five years in a situation where 
one had some confidence about one’s 
ability to forecast beyond five years, but 
our problem at the moment is that it is 
very difficult to see even as far as five 
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years’ ahead in the Railways. Their 
second corporate plan did, in fact, take 
them forward to 1981, a ten-year look 
ahead. That was a bit in the nature of 
a stab into the unknown and, in fact, 
as is obvious from the recent announce- 
ment about their emergence into a 
deficit, they have gone wrong even in 
their one-year look ahead. That does 
not mean that corporate planning has 
failed. They have probably had a better 
appreciation of what would happen than 
they would have had if they had had no 
corporate planning process, but it does 
mean that for the time being the fore- 
seeable future in the corporate planning 
context for the Railways is quite a short 
time. 

297. Would the Department enlarge 
on their procedures vis a vis the Railways 
Board in their examination of a major 
investment project? Perhaps you could 
take a specific project, which you have 
approved during the past three years, to 

illustrate these procedures? 1 am in a 

slight difficulty here in that I have been 
away from the Railways for the last 
three years, so I have not been involved 
in any appraisal of any major invest- 
ment projects. What I say will have to 
be hypothetical. The methodology is 
the same whatever the project. First of 
all, the appraisal is developed by the 
Railways Board themselves. They own 
their business ; they are responsible for 
running it and they have now a highly 
developed system of investment 
appraisal. During their own appraisal 
of their projects they will come to the 
Department for advice on any point on 
which they feel we can help them. This 
free inter-change between the Depart- 
ment and the Railways Board is very 
helpful, in that when the project is 
eventually approved by the Railways 
Board, that is by the actual Board mem- 
bers whom the Minister has appointed 
quite often we know a good deal about 
their plans and are in a better position 
to appraise what they put before us 
more quickly than would otherwise be 
the case. Basically, what we are con- 
cerned with when we get their project is 
to test their assumptions against what 
we know of demand forecasts, examine 
their net revenue assessments against our 
judgment of the use which is likely to 
be made of the facilities, and make some 
examination of the capital costs in the 


light of our own experience. It i s no{ ' 
a question of us doing the arithmetic 
again and doing their D.C.F. sums- * 
this is an arithmetical process with which 
we are not basically concerned. Wha: 
we are doing is making an informed 
judgment about the validity of what they 
put before us. 

Mr. Stoddart. 

298. I had got the impression in qu& 
tions I have raised with, the Minister that 
the Ministry in actual fact deals only 
with projects which are sent forward by 
the railways themselves and you tend to 
confirm this. How can this possibly 
square with a Ministry transportation 
policy? Are you satisfied that this is the 1 
right way of going on, that the Ministry 
only consider what projects are put up 
by British Rail when the Ministry itself 
must surely have a view and a policy- 
on transportation generally ; particu- 
larly, for example, in the London area 
they will want to consider very, very 
closely the London transport infra struc- 
ture because this is so important? — 
Your instinct is absolutely right and 
sound on this, in that we do try' to 
consider schemes of the type you have 
in mind. The way we achieve this is by 
going through with the Railways Board 
their investment programme on a project 
basis at the beginning of a year and 
selecting those schemes which we would 
like them to put to us over a certain ‘ 
figure ; below £250,000 they do not put 
the list before us. Over that sum of 
money they produce a list of all their 
schemes. We go through it with then 
and categorise the schemes into different 
classes ; those which they can get on 
with without further ado, those which 
they can get on with and then report 
the results to the Minister, those which 
we want to see in detail before they 
begin work and then finally those 
schemes which involve smaller amounts 
of expenditure on the U.R.S. lines. They 
are the lines on which unremunerative 
passenger services are running, for which 
we pay grants, for which we are paying 
out money provided by the Government 
for specific services and therefore are 
concerned for accountability reasons with 
what the railways are doing on those 
lines. The important category is the 
category over £250,000, which we want 
to see. In a normal year we might see 
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something of the order of about twenty 
schemes, some of them involving quite 
large sums of money, and we would 
select them not just on a financial basis, 
but on what you might call an interest 
basis: do they raise considerations of 
political importance for the Minister, are 
they concerned with developing transport 
policy in towns relating to infra 
structure grants, do they raise par- 
ticular problems in the national con- 
text, the M6 competing with the 
electrified line from London to Glas- 
gow? Therefore I hope we do in fact 
see a representative selection of their 
greater expenditures. 

Sir Henry d’ Avigdor-Goldsmid. 

299. Would you help me by clarify- 
ing what you call U.R.S. expenditure ; 

what does it stand for? It is jargon 

for the passenger services which the 
Minister pays the social grant for in 
order that British Railways will go on 
running the services for the benefit of 
the users. 

Chairman. 

300. What does it stand for, un- 
remitted passenger services'? Unre- 

in une rati ve. 

301. Should it not then be U.P.S.? 

1 am not sure why it is U.R.S. It 

is traditionally U.R.S. 

Mr. Dormand .] It is probably un- 
remunerative rail services. 

Chairman .] As long as Mr. Sharp 
knows what it means, it is all right. 

Mr. Dormand. 

302. I was about to ask on the last 
answer but one if Mr. Sharp is in a 
position to tell the Committee what the 
proportion is between projects which are 
considered over the financial limit of 
£250,000 and those which are considered 
as, I think your definition of them was, 

interest topics? 1 do not think it is 

helpful to put it on a numerical basis 
and say there were X schemes this way 
and Y schemes that way. What is 
probably of interest to the Committee is 
that we consider about fifty per cent, of 
the railway’s total expenditure ; in other 
words, the schemes we look at amount 
to about fifty per cent, of the content 
of their capital investment programme. 

303. I think it is more important. I 
am trying to establish whether 1 the 


emphasis from your point of view is on 
finance or whether it is on the topic 
which I think a number of us have 
raised this afternoon, Mr. Chairman, 
and that is what one might call social 
interests in relation to, or indeed in 

opposition to, financial aspects? (Mr. 

Rosenfeld.) Would it be helpful if I said 
that any scheme that is to be supported 
by a grant obviously comes to us. so 
that any scheme that is to be supported 
by infrastructure grant, which is by and 
large any scheme in the urban areas 
where the external benefits are great, 
comes to us because the Board want to 
qualify for grants. Although I do not 
know' the statistics, if one looks at it in 
this way I think one would say a fair 
proportion of the schemes that come to 
us come to us for this sort of reason. 

304. A minority? 1 really cannot 

say. We are dealing with quite small 
figures. The number of actual schemes 
coming to us is coming down and we 
are talking about sixteen schemes in 
1971. Whether, say, six of those were 
social interest and ten financial, I really 
do not know. 

Mr. Stoddart. 

305. Can you clarify a point for me 
on these infrastructure grants. These, as 
I understand it. apply to local authori- 
ties, like the G.L.C., for example, in 
relation to London Transport. Do they 
get a percentage grant for a capital 

programme? They are payable either 

to the local authority or to the trans- 
port operator, according to who is pay- 
ing the money. In the case of British 
Railways, it would go to British Rail- 
ways. If a local authority is, shall we 
say, making a reserve bus "lane, it would 
go to the local authority. 

306. It is done on a percentage basis? 
Yes. 

307. There is no thinking in the 

Ministry to alter this, is there ; consider- 
ing, for instance, block grants? Yes, 

there is thinking going towards a merg- 
ing of these grants into a block grant. 

308. Could you explain the thinking 
behind that? Why the change? Why is 
the Ministry thinking that there should 
be a change from percentage to a block 

grant? (Mr. Sharp.) Could I come 

in on this because I have been 
concerned with road investment for 
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three years and local government 

reforms. It basically arises from the 
opportunity which local government 

reform provides to put the financial 
nexus between central government and 
local government on a better basis, which 
takes more account of the need for local 
authorities to have more financial and 
policy responsibility. We want to get 
away from a grant basis which, because 
it is specific to particular projects, 

means that local authorities have to 
come to us with fully worked out 

detailed proposals for investments in road 
projects. The Ministry then have to 
crawl over them because we have to 
answer to the P.A.C. at the end of the 
day. There is a transfer of funds with- 
in the public sector before the local 
authority get on with their work. We 
concluded that it would be much better 
to go over to a block grant system 
covering the investment and mainten- 
ance of roads, lighting, car parks, and, 
if at all possible, some forms of expen- 
diture concerned with railways so the 
local authority themselves could decide 
on priorities and about the use of funds 
which the block grant gave them. We 
thought in this way there would be a 
better use of funds within particular 
localities. 

Mr. Stoddart .] Some people think it 
would also mean less money, of course. 

Chairman. 

309. That thought occurred not only 
to Mr. Stoddart. Could we now move 
on. I think there are two more areas 
the Committee wish to put questions to 
you on. Firstly can the Department say 
something about technological forecast- 
ing? Is this done within the Depart- 
ment, or is it done solely by British 
Rail? Would they discuss the advanced 
passenger train as an example 6f tech- 
nological forecasting? 1 am not quite 

sure what you have in mind by tech- 
nological forecasting, but I assume it is 
the process of taking a view about scien- 
tific development and technological 
development in an industry. Basically, 
as I indicated earlier, because die British 
Railways Board are managing their busi- 
nesses, it is their function to do research 
and development against the market as 
they assess it. Therefore, the concept of 
the advanced passenger train is certainly 
a British Railways Board concept. It 
owes nothing to the Ministry of Trans- 


port or the now Department of the 
Environment as a forecast or as a con- 
cept of what might be best for the raj]! 
way business. But, of course, havinj 
done some basic research on the project 
the Board quite rightly came to tit 
Ministry for financial assistance with tit 
project. The scientists in the Department 
were able to discuss with the Board 
the plans they had in mind and advise 
the Minister that this was a project 
worth supporting. The Ministry now 
for some time have assisted the Railwavs 
Board financially in the development of 
the advanced passenger train. Basically 
the process is this : the nationalised 
industry develop the idea and do the 
technology on the project. This is 
assessed by the professionals in the 
Ministry, and advice is given to the 
Minister who then decides what finan- 
cial assistance should be given at various 
stages, during which the Board go 
further with their work through the 
prototype stage and eventually, one 
would hope, if it is judged to be a 
useful project, into full scale production. 

Sir Henry d' Avigdor-Goldsmid. 

310. Is there a hard and fast line 
drawn between what you call the Minis- 
ter’s scientific advisers and the Railway 
Board? Would they not in fact in 

practice be working together? They 

would be working together in the sense 
that administrators in the Ministry, or 
economists, or statisticians in the 
Ministry would be working with their 
opposite numbers in the Railway Board 
But the scientists in the Ministry would 
normally not be working with the scien- 
tists and professionals in the Railway 
Board in the actual development of 
whatever technology it might be. They 
would certainly be associated in the dis- 
cussions ; they would need to, to fully 
understand the project and fulfil their 
function of advising the Minister. Bat 
normally they would not be, say, secon- 
ded to Derby where the British Rail- 
way Research Laboratory is and where 
the main work on the advanced passen- 
ger train is being done in order to assist 
the railway scientists and engineers doing 
that _ work. That does not exclude the 
possibility that the Ministry scientists 
concerned with the assessment of the 
project might have some bright idea 
which would help the railway engineers 
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to improve the train. This is a possi- 
bility that would be incidental to their 
main function. 

311. Not withstanding that last point, 

can we take it as a general rule that the 
initiative in these matters comes from 
British Railways? Certainly. 

Chairman . 

312. Before you get a project like the 

advanced passenger train under way, in 
a state where it might be called a pro- 
ject, obviously a lot of time and re- 
sources are going to have to be 
expended. On the other hand, it is true 
that there are alternative uses for those 
resources. Who, in effect, gives the green 
light for the development and research 
that I imagine inevitably takes place 
before you get to the project called 
advanced passenger train? Does the 
Ministry have a say in this, or is it ex- 
clusively the Railways Board saying 
u We will put our scarce resources in 
that direction, rather than that direc- 
tion ”? It is a question of timing in 

the first place. I normally expect the 
Railways Board to make the decisions 
about the initial effort to be put into 
the progressing of some idea which one 
of their employees in a research labora- 
tory has. I would expect them quite 
soon to come to a judgment on whether 
it was worthwhile pursuing this idea to a 
point where substantial expenditure was 
involved. In that case they would then 
come to the Minister and the Minister 
would take a view about whether or not 
we would support the project. If he did 
not feel confident enough in it to pro- 
vide monies at that stage, it would of 
course still be open to the Railways 
Board to spend their own monies on it 
and I have no doubt that in cases where 
they really do believe in the value of an 
idea they would pursue it and then come 
back later. 

Sir Henry d’Avigdor-Goldsmid. 

313. When you say their own money, 
this is treating them as a private com- 
pany with resources of their own. Do 
they not live on their borrowing powers 
and would the Ministry countenance bor- 
rowings by the Railways Board to do a 
project in which the Minister’s own tech- 
nical advisers saw little or no value? 
Again this is largely a matter of 

394416 


degree. The deficit position, of course, 
only recently developed after the 1968 
Act by that I mean there was a spell 
of comparative profitability on the 
books, after the 1968 Act was passed, and 
it has only recently emerged that the 
Board are on the accounts going into 
deficit again. Until that was realised, in 
a sense, the Board had at their disposal 
their own money. The second point is 
that even where there is a deficit situa- 
tion the Minister is not in a position to 
control every decision made by the 
Board. They must be given some free- 
dom to spend their money in the ways 
which seem right to them until significant 
amounts are involved. 

314. In other words, the Board has 
an amount earmarked for research and 

they can do what they like with it? 

Yes. 

Mr. Stoddart. 

315. I would like to pursue this a little 
further. I am not so much worried about 
the technology. I think the advanced 
passenger train as a technological 
achievement is great There is no doubt 
about that. I am wondering whether 
the consequences of the technological 
advance were foreseen. For example, on 
the London /Bristol line there will be 
so many of these trains travelling so fast 
that it will not be possible to fit any 
goods trains in between. If in fact the 
London to Exeter line is closed as is 
foreshadowed in the leak paper, there is 
no alternative route and if there are diffi- 
culties with trains and engines and tim- 
ings and what not, and the Swindon to 
Gloucester line is closed, then there is 
absolutely no relief in the event of 
breakdown. Therefore, although it is a 
wonderful technological achievement, the 
consequences to another branch of rail- 
way activity could be in fact serious. 
Were these things foreseen? Were they 
expected and if so what is the future of 
goods traffic on the railways?-; — This is 
in a way the first question which occurs 
to a layman, by which I mean myself 
as well as any members of the Commit- 
tee who might not be professional _ rail- 
waymen. One wonders how the ordinary 
traffic of the railway is going to use the 
lines, if there are going to be fast pas- 
senger trains on those lines going up 
to, perhaps, 150 miles an hour. This 
really is a railway management job and 
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there is no doubt that the management 
of the railways have taken into account 
the operational difficulties which will 
arise through the introduction of a limi- 
ted number of fast passenger trains on 
certain selected routes. They have 
assessed how these trains will interact 
with the rest of their traffic. It is really 
a matter of detailed application of pro- 
gramming and time-tabling, and there is 
no doubt at all that the operational prob- 
lem can be solved. Perhaps I should just 
mention in passing the reference 
Mr. Stoddart made to the particular 
route which is alleged to be shown 
as closed in the leaked document; the 
document itself does not in fact contain 
that map which appeared in the Sunday 
Times. It is what we call a pure piece 
of speculative . artistry which has been 
compiled, I think, by journalists on the 
basis of advice from someone, but cer- 
tainly not from the Ministry. It has no 
factual basis whatever. (Mr. Rosenfeld.) 
I wonder if I could make one supple- 
mentary point about research. "I he 
Boards have a legal duty to carry out 
research under section 46 of the Trans- 
port Act, 1968, and do so — and 1 am 
reading from the Act — “ on lines settled 
from time to time with the approval of 
the Minister”. So the Minister has the 
power, if he thought the Board was wast- 
ing money, to prevent it. But in fact, of 
course, as Mr. Sharp says, while expendi- 
tures are small and speculative, this is 
obviously an area for management in 
which one would be very chary of inter- 
fering, but if one wished to, one could. 

Chairman. 

316. Can we move on to the last 
question. Would the Department en- 
large on their general philosophy of the 
Environment in connection with National- 
ised Industries? Do they feel that this 
has special reference for them? Is it 
something for which the very long view 
of the kind of Sub-Committee are study- 
ing has relevance? How generally are 
environmental considerations to be 
brought into British Railways and other 
Nationalised Industries’ investment plan- 
ning?-— (Mr. Ward.) I think I had 
better have a go on this one because mv 
responsibility includes town and country 
planning as well as transport planning in 
London. Very briefly, if the question 
were, is the philosophy of the environ- 


ment applied, the answer would be v* 

If the question is, how is it a mli5 
then my answer would be that it S 
If the railways want to do a bit ^ 
track laying on their operational 
■they do not need planning permit 
because they are exempted by the een^ 
development order. If they want 
build an office block, they need S 
obtain planning permission from 1 1 > 
local authority in the same way as 2 * 
ordinary commercial concern would 
If the Central Electricity Generali* 
Board want to build a power station 
the consent they receive from the Secre f * 
tary of State for Trade and Industrr 
carries a deemed planning consent with 
it, but there have to be procedures gone 
through, procedures of consultation wife 
the local planning authority and with tig 
public which, may be more or less elabo- 
rate. If it is a nuclear power station, 
then the procedures are quite special * 
again. This is all in pursuit of what I 
personally would regard as a basic prin- 
ciple of government, that the government 
should not try and exempt itself and fe 
creatures, from the restraints which it 
seeks to impose on the citizen. So much 
for broad procedure. I have not much 
time, but perhaps I could point out 
how — although it is not presented in this 
way — one of the cases quoted by the * 
British Railways Board in the documents 
they have put to you does exemplify the 
way in which the environmental con- 
sideration. and the investment 


can converge at a single point. You will 
recall that one of the examples they cited 
had to do with buying 41 four car rolling , 
stock units for middle distance commuter ’ 
traffic and it was stated in their docu- 
ments that this was to meet a new com- 
muter demand. They said that their 
inner suburban rolling stock was, if any- 
thing, under used. They had to build 
up a new fleet for the middle distance 
commuter traffic. With regard to (be ^ 
environmental consideration, for a num- 
ber of years past now, governments of 
either kind have been saying that (he 
urban sprawl of London has got to stop, 
The London Green Belt, in this sense, has 
got to be a tourniquet and anybody who 
wants or needs to live outside the present 
limits of the urban area and who wants 
or needs to travel into London must five 
on the far side of the Green Belt and 
hop over it. Therefore, here one has an 
environmental! consideration with new 
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development emerging, people travelling 
into London from much further out on 
these lines to the Kent and Hampshire 
coasts. This comes back to us as a pro- 
posal by British Railways that they need 
to build up this new fleet suitable for 
middle distance commuter travel and 
the environmental consideration amongst 
others is recognised in the decision to 
pay 75 per cent, infra structure grant. 1 
hope that is not over-simplified, but I 
think it is fairly brief. 


Chairman. 

317. Thank you Mr. Ward. Are there 
any questions? You, too, therefore, have 
satisfied everybody. This is perhaps a 
happy note to end on. I thank all three 
of you for a very informative session. 
It is just possible, though unlikely, that 
we may require you when the new Ses- 
sion commences. At the moment the 
betting is against it, but it could happen? 

(Mr. Sharp.) Thank you. Sir, for 

being so kind. 
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CAPITAL INVESTMENT OF NATIONALISED INDUSTRIES— 
PROCEDURE WITH MAJOR PROJECTS 

ELECTRICITY SUPPLY INDUSTRY IN ENGLAND AND WALES 

Memorandum by the Electricity Council 

1. Scale and Composition of Investment 

1.1. The following analysis of the capital expenditure for 1970-71 and 1971-72 
of the Electricity Supply Industry in England and Wales serves to illustrate the scale 
of investment and its main components. It will be seen that about two-thirds oi 
annual capital outlay relates to the Central Electricity Generating Board and out- 
third to the Area Boards. 

1970-71 1971-72 



£m. 

% 

£m. 

% 

Power Stations 

. 196 

50 

Ill 

55 

Main Transmission 

45 

12 

35 

9 

Other 

5 

1 

6 

1 

Generating Board 

. 246 

63 

258 

65 

Distribution: 

Reinforcement and bulk supply points .. 

67 

17 

51 

13 

New Business 

56 

15 

67 

17 

Other 

21 

5 

22 

5 

Area Boards 

. 144 

37 

140 

35 

Total 

. 390 

100 

398 

100 


1.2. This memorandum deals with the major categories of capital expenditure, 
namely power stations, main transmission and expenditure on the distribution net- 
work: ; the table illustrates the fact that these categories together account for about 
95 per cent, of annual capital outlay. 

2. Background — Special Factors affecting Investment Planning it® 

Appraisal 

Statutory duties 

2.1. Two special characteristics have an important bearing upon the industry's 
approach to appraisal and control of investment in major projects, firstly the 
statutory duties of the Electricity Boards and secondly the highly integrated nature 
of the supply system. Their consequences are briefly discussed in this section oi 
the memorandum. 
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. 2 ; 2 ' TJ? P n S'r' pa , 1 du , ty of t J le Generating Board, as laid down in the Electricity 
Act, 1957, is to develop and maintain an efficient, co-ordinated and economical 
system of supply of electricity in bulk for all parts of England and Wales ” For 
this purpose the Board are to generate or acquire supplies of electricity and to 
provide the Area Boards with bulk supplies for distribution. In formulating 
proposals related to these functions the Board have a further duty, under the Act 
to take into account how the proposals may affect amenity. This requirement has 
a continuing bearing on the pattern of the Board’s investment in power stations and 
transmission lines. 


2.3. Arra Boards basic duty under the Electricity Act, 1947, is “to acquire 
from the Generating Board bulk supplies of electricity and to plan and carry out 
an efficient and economical distribution of those supplies to persons in their area 
who require them. Provisions of the Schedule to the Electric Lighting Clauses Act 
of 1899 (incorporated with the 1947 Act) and other statutory requirements impose 
upon Area Boards obligations to lay down distributing mains and to connect new 
consumers in a variety of circumstances and to maintain the frequency and voltage 
of the electricity they supply. 


2.4. The overall effect of these provisions is that expenditure on power stations 
transmission, bulk supply points and reinforcement of distribution systems is broadly 
speaking obligatory. In these circumstances a vigilant stewardship must be main- 
tained to ensure that prices match costs as otherwise demand will be over-stimulated 
and excessive investment will ensue. Given load growth, the obligation to undertake 
capital works is inescapable and investment decisions are necessarily confined to 
questions relating to method, timing and security margins. Similarly, the “New 
business ” categories of investment also include few projects which can be regarded 
as avoidable. Boards’ decisions in connection with most of these projects relate 
not to whether to invest, but to the terms on which supply should be offered. 

2.5. The obligatory nature of the bulk of the industry’s capital expenditure was 
accepted by the Select Committee in its report on the Electricity Supply Industry 
in May 1963 (Volume I, Chapter 5, paras. 131 to 137). 


Integrated network 

2.6. The industry’s network is integrated to a high degree in the interests of 
minimising investment and operating costs. This poses problems from the stand- 
point of investment appraisal techniques mainly because of the difficulty of relating 
income to individual projects. For example, in the case of power stations it is 
not meaningful to attempt an appraisal of a proposed power station without taking 
account of its effect on all other power stations in the system and the links between 
them. In the case of main transmission and distribution reinforcement appraisals 
the problem takes the perhaps more familiar form of having to deal with links 
in a chain. Although costs of enlarging or strengthening the chain can readily be 
identified, it is impossible to identify income with the separate links, since it is 
ascribable to the complete chain. 

3. Overall Control of Investment 

3.1. Forecasts of demand are the foundation on which the industry’s capital 
programmes are built. The way in which the forecasts are formulated is therefore 
discussed at some length in the following paragraphs followed by comment upon: 

(a) risk, security standards and other factors affecting total capacity required, 
and 

( b ) the steps taken by the Generating and Area Boards to minimise the costs 
of providing that capacity. 

3.2. First, however, it is necessary to emphasise the high importance placed by 
the industry upon sound pricing policies as an instrument of overall investment 
control. Important though it is to minimise the cost of meeting increases in 
demand, this process does not of itself ensure an acceptable return on investment 
and hence a safeguard against misallocation of economic resources. For this reason 
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both the Council and Boards would welcome the establishment of a settled frame- 
work within which progress can be made towards pricing policies according with 
the principles of the White Papers on Financial and Economic Objectives of the 
Nationalised Industries (Cmnds. 1337 and 3437). 

3.3. The first financial objective to be set (under the earlier of these White Papers) 
was for the period 1962-63 .to 1966-67. The industry kept very close to its objective 
for the first four of these five years, earning a gross return of 123 per cent, oq 
average net assets compared with an objective of 124 per cent., covering deprecia- 
tion, interest and profit In 1966-67, however, it became increasingly apparent that 
national assumptions for economic growth, to which earlier investment programmes 
had been geared, were not being attained and this, coupled with marked increases 
in costs which could not be covered because of a period of price freeze and 
subsequently severe restraint, resulted in the gross return earned in 1966-67 falling 
to 10-9 per cent, and the return for the quinquennium to 12-0 per cent., representing 
a shortfall of £66 million from the objective originally set. The current objective 
set by the Government covers the years 1969-70 to 1973-74 and is to aim for a 
net return (comprising interest plus profit) of 7 per cent. Recently, however, the 
industry has faced unprecedented increases in its costs. Between October 1969 and 
April 1972, primary fuel prices increased by more than 50 per cent. Tender prices 
for conventional generating plant are now more than twice as much per kW as 
they were ten years ago aind much of this increase has occurred in the last few 
years. Although the industry has a good record for absorbing increases in costs, 
increases as large as these covering major items of expenditure cannot be absorbed 
and this, coupled with the effects of constraints imposed upon price increases, 
resulted in the industry incurring a loss, for the first time since nationalisation, jo 
1970-71. A further loss is expected in 1971-72 and it has now become impossible 
to attain the objective originally set for the period 1969-70 to 1973-74 ; moreover, 
it is apparent that prices, particularly to domestic customers, are progressively 
falling below cost (including cost of capital). 

4. Load Forecasts 

4.1. As a basis for each year’s investment programme the industry must forecast 
the expected growth of demand. The forecast periods are related to the planning * 
and construction times of plant, which vary from one to two years in the case of 
some Area Board distribution equipment to six years or more for large generating 
stations. Forecasts for up to six years ahead are thus required to determine the 
capacity of the plant which will be needed to meet the expected demand in the 
different parts of the supply system. Forecasts for even longer periods ahead are 
necessary to decide the best choice of plant ; these decisions range from the most 
economic size of transformers to be installed in a given situation having regard to 
the expected long term growth, to the choice between nuclear or fossil fuel generating 
plant. 

4.2. Each year, the Electricity Council adopts a forecast of the maximum half- 
hourly kW demand for electricity and of the annual kWh the generating system will 
be required to produce in each of the following six years. Forecasts for two 
further years are made on a provisional basis for use in the preliminary planning 
of investment in later years. The Council attaches considerable importance to 
receiving as wide-ranging advice on future load growth as possible, and before > 
reaching its decision it considers forecasts made independently by the Area Boards, 
the C.E.G.B. and the Council’s own staff. The adopted forecasts are used by all 
sections of the industry for their planning. 

4.3. The separate forecasts considered by the Council are based on a variety of 
methods, data and experience. Each Area Board forecasts the expected growth of 
load in its own area in the light of knowledge of local developments and estimates 
of how growth in the economy generally is likely to affect its area. The C.E.G.B. 
forecast national electricity requirements by extrapolating past trends of growth of ' 
maximum kW demand and annual kWh. The Council’s staff use a mixture of 
econometric methods and methods which analyse in more detail the different 
components of consumers’ usage of electricity. 
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4.4. Many of these forecasting methods call for much more information about 
consumers usage of electricity than is available through the industry’s normal 
metering and billing procedures and the industry engages extensively in market and 
load research. Large scale surveys are regularly commissioned among all consumer 
classes and the industry is a major subscriber to a quarterly syndicated survey which 
reports acquisitions of electrical and other appliances by domestic consumers The 
industry undertakes load research itself and obtains data on consumers’ patterns 
of usage of electricity by installing special metering and recording devices at 
electricity supply points or on consumers’ premises. The acquisition of all this data, 
some of it of a confidential nature, often involves asking consumers detailed 
questions about their usage, and the reasons for their usage, of electricity and other 
fuels, and the supply industry is grateful for their co-operation. 

4.5. Electricity is involved in almost every aspect of home, social, business and 
industrial life and the factors which influence its usage are many and complex. The 
task of forecasting electricity demand thus involves predictions of developments in 
the economy generally in the medium and long term. 

4.6. While there is a general consensus that, starting from the current low level 
of activity, the economy should achieve fast growth in the next two years or so, 
the forecasting problem of the Electricity Supply Industry requires estimates of the 
growth of the economy stretching many more years into the future than this and 
in present circumstances there is bound to be considerable uncertainty about what 
the long term growth rates will be. The Electricity Council consider that the best 
central assumption to make is that the economy will do neither significantly worse 
nor significantly better than the post-war average and its electricity forecasts can be 
regarded as consistent with the assumption that the growth of G.D.P. over the 
period to 1977 will average about 3 per cent, per annum. This represents a con- 
siderable improvement over the average growth achieved in the period 1964 to 1970. 

4.7. The other major uncertainty affecting the forecasts is electricity’s costs and 
prices position relative to competitive fuels. Significant increases in domestic 
electricity tariffs, in particular, are needed. The timing of the necessary price 
increases is a matter for discussion and agreement with the Government in the light 
of the C.B.I. initiative but it is currently being assumed that during the forecast 
period there will be a relative rise in electricity prices to domestic consumers 
particularly. This assumption has a significant effect on the load forecasts although 
the assumptions regarding the rate of national economic growth are very much more 
significant. 

5. Standards of Security 

5.1. In order to convert the load forecasts into a requirement for new generating 
plant, it is necessary to consider the margin of plant desirable to cover against the 
risks involved in planning six years ahead. There are three main areas of risk: — 

(a) the risk of error in the load forecast. While the Electricity Council 
customarily adopts a single value forecast of the demand for electricity six 
years ahead, the uncertainties in predicting economic growth, the competitive 
position and the effects of these on electricity are recognised and allowed 
for ; 

( b ) the risk of generating plant being out of service for reason of maintenance 
or breakdown six years ahead. There are, in fact, two components of this 
risk: first, the average expectation of plant being out of service at time of 
system peak and secondly, the probability distribution around this average ; 

(c) the risk of weather in the event being different from the standard conditions 
assumed in the load forecasts. The standard assumed in the forecasts is 
known as “ average cold spell ” and is broadly equivalent to freezing at 
noon on three successive days. In the event, the weather could be milder or 
colder than this. 
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5.2. In determining the appropriate planning margin to cover these risks ft, 
industry has to consider the difficult question of what standard of security^ 
electricity supplies it is desirable to seek to offer. In other words, how often sho* 
consumers be exposed to the risk of power failures because of shortage of nbjf 
It would be prohibitively expensive to provide sufficient generating plant to guaraZ 
security in any eventuality and a careful balance has to be struck between ft, 
standard of security which the community is believed to expect and the cosh of , 
that standard which it has to bear through the prices paid for electricity. So far» 
the costs are concerned, security of supply amounts to having sufficient generate, 
plant to meet demands for electricity should the load or the outage of plant be grata 
than expected. At each higher standard of security the marginal plant involved i 
used less and less so that at the margin its fixed costs spread over the kWh it 
produces are very high and vastly in excess of the average price consumers pay ft, 
electricity. Against this must be set the likelihood that if power failures occur, they 
are most likely to occur on cold winter evenings, when the irritation, inconvenient ■ 
and actual damage resulting from a failure is at its greatest. One aspect of tlft 
issue which adds to the difficulty of reaching a judgment is that a power failure 
caused by shortage of plant is regarded by the public as a failure of planning whet® 
it is more properly a conscious acceptance of risk designed to avoid excessive 
investment and hence higher electricity prices. At present the industry’s plans are 
estimated to meet peak demand in 77 winters per century and to avoid disconnect®! 
at peak in 97 winters per century. 

5.3. When the Council reviewed the planning margin in 1964, they agreed that it ' 
should be increased from 14 to 17 per cent. After considering subsequent experiem 
regarding the uncertainties of load forecasting and the performance of generating 
plant the Council concluded in 1971 that in planning fo-r 1976-77 the planting 
margin should be increased to 20 per cent. The same percentage is being used ii 
the current planning for 1977-78. This percentage is added to the load forecasts to 
indicate the total of generating plant which will need to be in service in order to 
meet the standard of generating plant security considered appropriate. 

6. Generating Board Procedure , 

6.1. The Generating Board has the important task of determining the types of 
generating plant to be included in the development programme, given tie load 
forecasts and standards of security agreed within -the industry. Factors influencing 
their choice are grouped below under the following broad headings : 

(a) Cost minimisation ; 

(b) Risk and uncertainty ; 

(c) Other factors. 

Cost minimisation 

6.2. Basically the Generating Board’s decision processes involve the choice of i 
plant programme which will minimise the cost of meeting a given forecast load sou 
years ahead. Cost in this context means the present worth of future net expenditi® 
on the construction, maintenance and operation of the generating and main Ban 
mission systems, throughout the -life of the assets under consideration, using the is v 
discount rate recommended by the Government in accordance with the White Pape 
Cmnd. 3437 (the rate at present being 10 per cent, in real terms). 

6.3. Appendix A describes the essential features of the appraisal process developed 
by the Board and it will be seen that it is necessary to simulate the working of Ik 
whole system to evaluate capital and revenue costs with and without the addition of 
plant under consideration. Expenditure on main transmission (and the cost of trans- 
mission losses) are appraised in conjunction with generating plant proposals. It is 
perhaps pertinent to add that the standard appraisal procedure, in itself complef is 
supplemented by a range of supplementary computer studies designed to assist 
decisions with regard to risk a-nd security of supplies and the economic merits of 
long term transmission developments. 
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6.4. In summary, the requirement for new generating plant can be regarded as the 
result of the Mowing calculation: — 

Load forecast plus planning margin plus allowance for delay in commis- 
sioning minus plant already expected to be available (allowing for retire- 
ment). 

It is currently assumed that delays in commissioning (including commissioning at 
an interim rating) will be equivalent to the output capacity of two 660 MW sets. 
Generating plant programmes have also to provide for the retirement and re-rating 
of plant. As plant becomes older it is relegated to progressively lower positions in 
the order of merit and eventually is used in normal circumstances only to meet short 
duration peak demands. By then, its low level of fixed costs, albeit higher running 
costs than newer base load plant, makes it suitable for this purpose. There will 
come a stage, however, when maintenance necessitates such high costs that it is no 
longer economic to retain the plant. This is the normal reason for retirement but in 
the commissioning programmes for the mid 1970s provision has had to be made for 
replacing the capacity lost by the derating of Magnox nuclear stations. 

Risk and uncertainty 

6.5. Much of the risk incurred by the Generating Board, both of possible failure 
to meet demand and of higher costs, derives from difficulties consequent on the 
introduction of new plant types or larger units. Many of these risks are inevitable 
but the Board seek to ensure that risks are reduced to a minimum and are not all 
incurred at once. In formulating their present policy on plant development the 
Board, in the light of past experience with larger sets, are seeking as far as reasonably 
possible to replicate earlier designs so as to minimise problems arising from technical 
changes. They also seek to limit the amount of prototype plant being constructed 
at any one time. On occasion, however, the Board are bound to face risks associated 
with technological development and to weigh them against potential benefits, 

6.6. Another important area of uncertainty relates to consents for station sites. 
Until the mid-1 960’s decisions on applications were normally made within a year 
but a number of current applications have been outstanding for two or more years, 
doubtless reflecting increasing public interest in amenity and environmental con- 
siderations. The effect of uncertainty during the planning stage was noted by the 
Committee on the Delays in Construction of Power Stations (Cmnd. 3960, Appen- 
dix 1) as a contributing factor to delays in construction. Uncertainty from the 
capital appraisal standpoint also arises from the absence of firm guidelines on siting 
criteria for future nuclear stations. 


Other factors 

6.7. The most important additional factor influencing choice of generating plant 
(particularly as regards plant mix) is the effect of Government policy. Examples 
have been the Magnox nuclear programme and the continued ordering of coal-fired 
stations during the 1960’s. In addition the Board is proceeding with an oil-fired 
station at Ince in Cheshire in advance of its own requirements. During 1971 the 
choice of nuclear reactor systems to succeed or supplement A.G.R. has been under 
consideration by the Vinter Committee and the outcome is awaited. 


6.8. Choice of plant is significantly affected by fuel considerations and the Board 
continues to press strongly for a more flexible and diversified system of fuel use. 
The Council support tins and see greater flexibility in the use of all fuels as 
concomitant to the pricing policies advocated earlier in this memorandum. 


6.9. There are also, of course, constraints arising from town and county planning 
and environmental considerations. These include the siting, design and landscaping 
of power stations, control of smoke emission and the temperature of cooling water 
siting and landscaping of grid supply points and sub-stations, routing of overhead 
lines and, where necessary, the undergrounding of cables. 
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7. Area Board Procedure 


7.1. Capital programmes relating to the distribution network differ from ft*, 
of the Generating Board in various respects. They include a large element ' 
relatively small projects for local reinforcement or the connection of new busing 
and the fact that such projects typically take months to complete rather than yea? 
as is the case with generating stations, makes it possible to adapt to changes mm 
rapidly. Area Boards have to judge the timing of projects in the light of chaS * 
local requirements reflecting new connections and load growths in localities wife 
their areas. In general, Boards seek to commit themselves to projects as late a 
practicable. In overall terms this is evidenced by the fact that during recent ysr 
when growth in the national economy and hence growth of load has tended to a 
short of expectations, Area Boards have substantially reduced their programmes b 
continuous reappraisal of requirements in the light of local experience. 

7.2. Expenditure on the distribution system is divided about equally between* 

reinforcement of the existing network and the connection of new business. R*. 
forcement expenditure is largely governed by the location of load and the abjfe 
of the system to maintain security of supply. Detailed records of plant and circai 
loadings indicate the need for further investment and the formulation of success^ 
annual programmes is linked by the Boards with the process of building up ijj 
forecasts of local demand and its effect on national system demand (as explains 
earlier, the Area Boards’ forecasts are taken into account in arriving at the forecast 
of national demand adopted by the industry). » 

7.3. In view of the Boards’ statutory obligations, reinforcement schemes ait 
largely of an obligatory nature. It is not usually practicable to. identify increase 
income resulting from general load growth with individual capital projects. More 
over, local reinforcement is sometimes necessitated by transfers of load from os 
part of an Area to another, so that the circumstances creating the need for capital 
outlay give rise to a relatively small increase in sales income taking a Board’s Ana 
as a whole. The investment decisions which have to be made therefore typical 
relate to the selection of the cheapest method from a number of technically feasible 
alternatives. Considerations of timing, and in particular the extent to which relit , 
forcejnent should anticipate future load growth, are an important element in 
sions and, where appropriate, discounting techniques are used to effect comparisons 
applying the test discount rate recommended by the Government. In other casts 
comparisons require less elaborate calculations. In general the scope for effeefirt 
application of discounting techniques is greatest in the case of larger reinforcemeii 
schemes and as an aid to major distribution planning decisions (e.g. choice ot 
intermediate voltages, standard transformer and switchgear sizes, etc.). Use is 
made of computer facilities for such purposes. In the case of expenditure relatin' . 
to the provision of supergrid supply points, appraisal of alternative methods is 
carried out jointly by the Generating Board and the Area Board concerned, 4c 
criterion adopted being the minimisation of the combined cost to the Boards. 

7.4. Investment decisions of Area Boards, like those of the Generating Board, 
can require a balance of judgment between economic and other considerations 
such as amenity, wayleaves difficulties and availability of transformer sites. 

Schemes to connect new business 

7.5. New business schemes are related to new housing, commercial and industiii 
developments and this element of Boards’ capital programmes can be built up inn 
reasonably precise local data, compiled from liaison with local authorities, and 
private builders, etc. As with reinforcement, new business schemes are large!; 
obligatory and can involve little commensurate overall load growth in cases wta 
load is being transferred from one part of a Board’s area to another. 

7.6. Subject to what has been said earlier in this memorandum about the cunent 
level of tariffs, the Area Boards would wish to pitch their tariffs at a level sufficed 
to achieve the required rate of return on their investment where the capital outla; 
involved in affording the connection from the existing distribution network to tls 
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consumers premises can be regarded as normal. Where, however, the costs of 
affording the connection are abnormally high, for example when the premises are 
remote from the existing network, or where the consumer's electricity consumption 
in relation to the cost of the connection he requires is expected to be too small to 
provide the required return on investment, the Boards seek to make special arrange- 
ments. These may take the form of a contribution by the consumer to the capital 
cost involved, a guarantee by the consumer of minimum revenue or a service capacity 
charge additional to the tariff. The statutory basis for such arrangements goes back 
to the Electric Lighting Clauses Act of 1899. 

7.7. For these purposes. Boards appraise individual new business projects but in 
view of the large number of small schemes involved and the fairlv complex ranee of 
factors to be taken into account, they have adopted criteria which: 

(a) are simple enough to fit into an administrative routine ; 

( b ) provide a fair basis for calculating the terms on which supply is to be 
afforded. 

8. Back-Checking or Post-Investment Appraisal 

8.1. All capital expenditure is costed on a job or project basis, and back-checking 
of actual as against estimated cost, accompanied by a formalised “ reporting by 
exception ” process, is general practice. As indicated earlier, it is not always possible 
to identify income with individual projects, although some back-checking of the 
return from new business projects is carried out, normally on a sampling basis. 

8.2. However back-checking is not seen as an entirely separate function or as an 
exclusively financial process. It is an integral part of management and affects duties 
in all departments. Linking back-checking with individual projects is not ideal for 
many purposes as the process must often be applied to facets of work which affect 
whole ranges of projects. For example, engineering decisions as to choice of plant 
and equipment impact upon the performance of the whole electricity supply system 
and continuous assessments of performance commencing even before the plant is 
fully operational are naturally a part of normal routine. Moreover back-checking of 
the collective effects of investment decisions is inherent in the processes associated 
with revisions of financial estimates and reviews of trends shown by interim and 
annual accounts, and in the procedures for updating at regular intervals the forecasts 
of load and unit sales. 

9. Approval of Capital Programmes 

9.1. Appendix B epitomises Boards’ internal arrangements for authorisation of 
capital projects. 

9.2. Each Board prepares an annual capital programme (covering a period of six 
forward years with comparative figures for the past year and the current year) and 
these are submitted to the Department of Trade and Industry and to the Electricity 
Council. When the Government review is completed, the Minister gives each 
Board : — 

(a) approval of the general programme of development covering the full 
forward period, subject to annual review ; 

( b ) specific approval of capital expenditure in the financial year starting on the 
following 1st April ; and 

(c) provisional approval for the year after that, subject to a limit of commit- 
ment to spend 90 per cent, of the estimated expenditure pending the next 
annual review. 

As stated in the Select Committee Report of May 1963, “the Council's function 
in looking at the capital programmes is primarily to advise the Minister.” The 
process of consultation between the Electricity Council and the Boards on the 
capital programmes usually occupies two or three months, involving a visit to Area 
Boards by a Deputy Chairman /Central Member accompanied by senior officials. 
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The Council then endorse the programmes, amended as necessary, and give the 
Minister an overall appraisal. Independently, officials of the Department of Trade 
and Industry visit the Boards to discuss their programmes. The Council are repre. 
sented at the meetings with the Department and in the case of the Generating 
Board, representation is at senior level. The Generating Board’s plant programmes 
are discussed in full Council. 

9.3. Discussions between the Department of Trade and Industry and the Council * 
and/or Boards do not relate solely to the overall totals of the various category 
of investment analysed in the standard form of the programmes. In the first place, 
the programmes are accompanied by a general memorandum explaining the back- 
ground to investment decisions and normally listing individual projects of special 
interest. Not all the projects listed could be described as major but normal practice 
is to refer specifically to relatively large schemes. In the second place, power station 
consents— under Section 2 of the Electric Lighting Act, 1909 — necessitate discussions 
between the Department and the Generating Board on individual power station ’ 
projects. 

9.4. Neither the Council nor the Department of Trade and Industry teams in 
their visits to Boards limit discussion to the content of annual capital programmes 
and supporting memoranda. Additional points discussed include techniques for 
capital appraisal and analysis of load growth in particular localities ; the scope for 
corrective action if load growth differs from expectations, security margins and other 
matters of general relevance to decisions in the capital investment field. 

1th June, 1972. 


APPENDIX A 

GENERATING— APPRAISAL OF ALTERNATIVE PLANTS 

1. The Generating Board’s method of economic assessment is directed to com- 
paring the costs to the system as a whole of installing alternative types of plant 
required to meet an increment in peak demand including, where appropriate, the 
cost of the consequential reinforcement of the main transmission network.* The 
assumption is that each type is operated as an integral part of the system, at load ' 
factors varying over its useful life, as its fuel costs vary in relation to the average 
fuel costs of the system. Comparison of costs at a single load factor for alternative 
types of plant is of limited value, because of the changing pattern of load factors 
at which they would operate throughout their lives. Such a comparison would be 
inappropriate as the Generating Board, having a completely integrated system of 
supply, is able to reduce operating costs by loading most of its plant in merit order, 
that is, in ascending order of generating cost as demand rises during the day. The , 
plant with the lowest generating cost carries the base load, and plant with higher 
generating cost is brought in and taken out as the level of demand rises and talk 
Nuclear power stations, because their fuel costs are low, are likely to be operated 
at base load, or near-base load, throughout their lives and their load factor would 
therefore be consistently high. A coal- or oil-fired conventional station, on the 
other hand (other than a gas-turbine generator installed especially for low load 
factor operation) is likely, in view of continuing technical improvements, to be 
displaced in the merit order by newer plant with lower fuel costs. Hence its load . 
factor is likely to decline as the years pass. Account has to be taken of this decline 
by forecasting the total operating costs of the system, as it would be in each year 
of the life of each alternative type of plant, by simulating, with the aid of a 
computer, the operation and loading of all generating plant for a postulated 
development of the system in the years ahead. By this means it is possible to 
estimate the load factor at which the new plant will be operated in each year of 
its life, and what, in consequence, its running costs in each of those years will be 

2. The increment of peak demand which necessitates the installation of a nei 
item has associated with it a requirement for additional energy throughout the year. 

♦The transmission required to reinforce the system as a result of installing the station is included 
where this item is likely to differ between one alternative and another. 
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Since new plant other than gas turbines will, in its earlier years, normally be 
operated at a load factor above the national plant average, the generation by this 
plant of more than the incremental energy (i.e. units) required from the whole 
system will permit older plant with higher running costs to produce less units. 
The operating costs of the system in meeting the energy increment is thus reduced 
because the new low-cost plant is producing more of the off-peak units. Credit is 
therefore taken for this in assessing the overall costs of the new plant On the 
other hand, the fuel costs of plant which is to be operated at a low load factor 
(below the national plant average) — such as gas turbines for meeting the peak- 
are adjusted upwards because the plant makes no contribution to meeting the 
system energy increment by the supply of off-peak units, more of which have to be 
supplied by existing plant with a consequent increase in system costs. These adjust- 
ments are essential as they allow all types of plant to be compared on the same 
basis. Irrespective of an item’s own load factor, the system cost of meeting a 
standard increment of power and energy is obtained. 

3. The stages in the calculation of costs for each alternative project are firstly, 
to convert to present value by discounting at the Government's test discount rate 
the running costs for each year, adjusted for savings or increases in the cost of 
meeting the system energy increment. Secondly, the present values are totalled and 
converted to average annual costs by applying the test discount rate annuity factor 
applicable to the estimated life of the plant To these average annual running costs 
are added the annual capital charges, calculated by applying the same annuity 
factors to the cost of construction and the capitalised value of interest during the 
construction period. This conversion to annuities enables plant with different 
lives to be properly compared. Capital and running costs can thus be expressed 
as an annual sum for every kilowatt of generating capacity to be installed. 

4. In their economic assessments the Board assume a life of 30 years for con- 
ventional generating plant and one of 25 years for nuclear stations. If a conven- 
tional station is operated in merit order, not only will the pattern of its own costs 
change, but the savings to the system from installing it will diminish as its life 
advances. In order to arrive at a postulated development of the system for each 
year of the plant's life the Board’s practice is to calculate by computer the relevant 
costs and savings for the first three and every fifth year, and to deduce from the 
trend of the resulting curve the costs and savings for the intermediate years. The 
costs and savings are then converted to present values in the manner already 
described. The calculations have to take into account not only savings in fuel 
costs, but also in other works costs, such as wages, salaries, insurance, management 
and administration. 

5. The Board apply this standardised system-costs method both for comparing 
the costs of individual stations and when considering whether it pays to meet the 
peak by installing new plant rather than by operating old plant still capable of use. 

6. The foregoing outline describes the method of assessment applied to the 
central assumptions on the various parameters. A great deal of work is regularly 
and systematically applied to the analysis of alternative outcomes. This begins 
with up-dating basic data used in forward estimation \ some of this data is amenable 
to statistical analysis, whilst other variables are continuously reviewed with the 
object of elucidating any underlying pattern as data is accumulated. Within the 
ranges of credible out-turn of factors, whether expressed statistically or otherwise, 
studies are made to test the validity of any conclusion on economic worth and to 
provide supplementary information where some economic aspect not brought out 
by assessment on central assumptions, can be brought out by risk analysis. Studies 
may take the form of straight-forward sensitivity tests to show the . significance of 
the various parameters (e.g. the effect on plant currently being appraised of changes 
in assumptions as to plant to be installed subsequently) or to show how a particular 
economic signal can be reversed or they may be taken a stage further by re |tet 
analysis ” whereby specific outcomes are exammed to consider the attendant 
economic penalties and their acceptability. 

7th June, 1972. 
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APPENDIX B 

SUMMARY OF AUTHORISATION PROCEDURES 

Each Board prepares an annual capital programme (covering a period of six 
forward years with comparative figures for the past year and .the current year) in 
consultation with the Electricity Council for the approval of the Mmister under the 
terms of section 8(4) of the Electricity Act, 1957. Within these; general programme ’ 
the Boards have their administrative arrangements for approving individual capital 
schemes. 

Generating Board 

Under the Generating Board’s procedure all schemes must pass through three 
stages: (a) budgetary approval, (h) financial sanction and (c) commitment. 

Budgetary approval 

A development plan (covering the current financial year and six forward years) is 
approved by the Board every November. Linked with this and also approved by the 
Board is an annual capital budget which shows for individual schemes the proposed 
dates of commencement and completion, estimated expenditure in the current year 
and the six years after, and the balance to be incurred in later years. A scheme 
appearing in the budget for the first time must be supported by a statement is 
justification. 

Financial sanction 

When the Board have approved the capital budget, individual schemes have to 
be submitted for detailed financial sanction. In this connection the Board have 
delegated to their Executive (Board member level) and certain senior officers, 
powers of financial sanction according to types of projects and financial limits. 

Commitment and contracts procedure 

Once financial sanction has been given for a capital project the Board requires t 
commitments to be entered into in accordance with approved rules. Competitive 
tenders for goods, works and services are normally invited from a selected list of 
firms, the price and quality of whose goods and the standards of whose service 
are known to be generally satisfactory. The acceptance of tenders is subject 
to delegation but approval at Executive level is required for all major plant rad 
civil engineering contracts. 

Area Boards 

In general the Area Boards retain at Board level the duty of approving major 
schemes with a delegation of authority in respect of other schemes to the Chairman, 
Deputy Chairman and other senior officers according to the type of schemes 
and to approved financial limits. In some Boards a summary of schemes approved at 
ah levels is placed before the Board once a month for ratification, with full particu- 
lars of schemes exceeding the limit of the Chairman’s and Deputy Chairman'! 
authority, so that the Board may consider them in detail. 

The preponderance of operational expenditure places special responsibility on the 
Chief Engineer for supervision of the preparation of the more important schemes. 
Preparation proceeds in the first instance by reference to standard schedules of 
engineering equipment and prices prepared by the Chief Engineer, though the final 
figure may be altered by contractors’ quotations when work is put out to tender. 
Schemes are examined by the other Chief Officers from the standpoint of their own 
departmental interest. 
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Examination of Witnesses. 

Sir Peter Menzies, Chairman, The Electricity Council, Mr. E. Sinnott, Chairman 
South Eastern Electricity Board, Mr. F. E. Bonnes, Member, Central Electricity 
Generating Board, and Mr. B. H. F. Johnson, Financial Adviser, The Electricity 
Council, called in and examined. 


Chairman. 

318. On behalf of our Sub-Committee, 
Sir Peter, may I welcome you and your 
colleagues to our deliberations this after- 
noon? I understand you would like to 
start by making a general statement? 
— —{Sir Peter Menzies .) With your per- 
mission, I thought it might help the 
Committee if I made just a few obser- 
vations to fill in the picture. As you 
know, we do have a statutory duty to 
supply electricity to virtually everybody 
who asks for it and it is that duty which 
causes us to invest such very large sums 
of money. We are aware of the very 
large sums involved in the capital pro- 
gramme, and for this reason the industry 
has long had a very detailed planning 
procedure for its programmes, which is 
the immediate subject of our discussion. 
We are aware of the need to maintain 
these standards and, of course, the new 
subject of corporate planning has come 
up in recent days. We have in that 
connection one or two things to look at 
as well. There is the duty to get our 
prices right, to have them reflect our 
costs of supply so we can give our con- 
sumers the proper information on which 
they can make the proper determination 
as to what sorts of energy they use 
themselves, and equally to give us a 
sound basis for planning the future of 
our own industry. Against this back- 
ground we have accepted the implica- 
tions of the 1967 and earlier White 
Papers on the financial and economic 
obligations of the nationalised industries, 
and it is in this connection that we 
have noted the appreciation of your 
Committee in the 1967 Report on Minis- 
terial Control of the fact that proper 
management of resources and sound 
pricing policy cannot be separated. I 
mention these because they are perhaps 
the most important problems and the 
most difficult subject we have before us 
at the moment. 

The constraint on prices in recent years 
has hit the industry particularly hard, 
and that in itself has really put into 
cold storage many of the precepts of 
the White Papers. It is pricing policy 


that is at the basis of our problems. We 
therefore hope that this will prove to be 
transitory, but there are discussions going 
on elsewhere today which indicate that 
we have got to live with this for some 
time. We view this with regret; no 
industry likes to contemplate a long 
series of losses, and also we do feel, as 
I said a moment ago, it is most import- 
ant that we should have a sound basis 
for the very substantial capital pro- 
gramme which faces this industry. 

319. Have the industry’s investment 
planning procedures changed substan- 
tially since they were described to the 
Select Committee during their Inquiry 
into Ministerial Control of the Nation- 
alised Industries? Secondly, have there 
been any significant variations in the 
relative roles of the Council, the area 

boards and the C.E.G.B.? No, Sir, 

the brief answer is that there have been 
no significant changes. A certain amount 
of experience has been gained, but 
nothing of any major importance in any 
of the matters you have mentioned. 

320. What does the industry consider 
the role of a corporate plan to be? 
Secondly, is corporate planning appro- 
priate to the electricity industry and, 
if so, how soon is it likely to be intro- 
duced? Does it differ significantly from 
what the industry has been doing in the 

past? This industry has had a long 

experience of the planning of certain 
matters which are of the greatest import- 
ance to it, particularly for the purposes 
of its capital investment plan. We must 
deal in great detail with estimates of 
the load for a number of years ahead, 
the load on the industry in two forms, 
peak load which the Generating Board 
must meet at the peak in cold weather, 
and, of course, the total consumption 
throughout the year which is significant 
when it comes to consideration of com- 
mercial matters and the price of the 
product. The planning has to be carried 
through from an estimate of load to an 
estimate of die plant available and the 
risks which can and should be taken, 
right down to a figure for so many 
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megawatts to be produced at a time 
which is over six or seven years ahead 
because of the long programme involved 
in building a power station. That has 
to be turned in turn into plants, power 
stations, distribution maines, services to 
customers. Therefore that side of the 
planning, with supporting planning such 
as on research and development, con- 
centration on the problems which are 
coming up in the future, manpower 
planning so that the right men will be 
available for the right jobs when they 
are called for, has always been done. 
You referred to corporate planning, and 
on that we are behind other industries 
in the sense that we are working with 
13 statutory bodies and we have not 
brought these separate plans which I 
have mentioned together into one docu- 
ment. There would undoubtedly. be 
advantages to us in doing that, it is a 
matter which we have in hand,, but I 
would not like to leave you with the 
impression that there is any slackness 
about the absolutely essential features of 
corporate planning when making plans 
for the load in the future, the capital 
programme, manpower, financial bud- 
gets, and so on. 

Mr. Tugendhat. 

321. Sir Peter, you have had . a great 
deal of experience in private industry 
as well as in the public sector. I wonder 
if you could clarify this particular point : 
my impression is that a private company 
such as I.C.I. would make its plans 
for the future and it would base its 
investment programme on its own best 
estimates of how the economy will ex- 
pand and how its own markets will 
develop. I recall clearly when Sir 
Ronald Edwards was Chairman of the 
Electricity Council he was always 
emphasising the fact that in the light 
of George Brown’s National Plan the 
Electricity Council could not be seen 
to be going against the Government. If 
the Government postulated a certain rate 
of growth the electricity industry had to 
base its plans on what the Government 
of the day said. Now the Governments 
of both parties are notoriously inaccurate 
in their forecasts of the rate of economic 
growth and one would have thought, if 
what Sir Ronald said still applies, you 
are permanently put at a great "dis- 
advantage compared with private indus- 
try in the way in which you carry out 


your plans? Things have moved for- 

ward from the time you are mentioning 
I can remember reading about it atthe 
time myself, although I was not then 
in this industry. Of course, that was 
the best part of ten years ago now 
at a time when the Government was 
introducing the National Plan, and I 
think it was right at that time for tie 
main nationalised industries and tie 
main arms of government to attempt to 
work together on one plan. However, 
by about 1966 or 1967, if my memory 
is right, we all first realised that tie 
National Plan was not going to be 
achieved, and round about fiat time 
this particular industry began to deviate 
from relying so strongly upon the figures 
in the National Plan and in recent years 
it has formed its own estimate of future 
growth. If you ask me what I think our 
obligation is today, it is precisely tie 
same as that of private industry; 
the responsibility rests on us to 
form a proper forecast of future 
growth and to see to it that we can 
achieve that taking into account tie 
risks of the figure of growth being one 
way or the other as may be appropriate. 
So the starting point today is advice 
from the Treasury as to how they see 
the national economy going, we attach 
a great deal of importance to that, But 
it is fundamentally advice to which we 
must apply our own thinking and our 
own rationalisation. For the last few 
years, and currently, we have been rely- 
ing on a slightly lower growth in tie 
national product than the Treasury’s 
advice would lead us to take. 

322. I am sure, without in any way 
commenting on the Government’s plan, it 
is better to tend on the low side rather 
than the high side, if you are tending 
en the low side then you do not run 
into financial problems in getting the 
money for your capital stock. . But if 
you were to feel at some point that 
you ought to be investing at a higher 
rate than the Treasury’s forecast of the 
national growth rate might suggest to 
be justifiable, do you think you would 

be able to do that in practice? -The 

exercise is not quite as simple as out 
short conversation' has suggested because 
one first of all arrives at a load fore- 
cast for the future, then to that you 
have to make certain adjustments, first 
of all for the fact that your forecast 
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may be wrong within a reasonable band 
of expectation, secondly, that your plant 
may not all work at the right time ; you 
have to allow for contingencies. So that 
although we do arrive at a forecast of 
the load we then apply to it a planning 
margin which takes care of growth above 
the level. The planning margin, taking 
all things into account, is as much as 
20 per cent. So if the national economy 
grew for the next six or seven years 
at a rate of 1| per cent, or 2 per cent, 
more than is commonly expected, I think 
it would squeeze us but not put us into 
trouble. 

Mr. Stoddart. 

323. Sir Peter, I am not sure that you 
went deeply enough into the answer to 
this particular question. You told us 
what your difficulties were, and of course 
one appreciates the difficulties when you 
have 13 boards to consider, one of which 
is responsible solely for generation. I 
would have thought there must be many 
stresses and strains which occur between 
the area boards responsible for the dis- 
tribution of electricity and the Central 
Electricity Generating Board responsible 
for generating it. In the first place I 
would very much like to know whether 
the Council is able always to reconcile 
these differences and in fact does get a 
co-ordinated plan, because this is what is 
needed ; secondly, whether you do not 
feel yourself it would be better if genera- 
tion and distribution were carried out by 
the same organisation, in other words, by 
a unified board? It is wrong to sug- 

gest there are stresses and strains between 
the separate bodies, they are all in the 
same industry and the chairmen of the 
various boards and some other members 
are present with me on the Council, so 
we meet regularly. There are un- 
doubtedly differences which crop up, 
genuine differences of opinion which 
have to be straightened out, but I would 
not say there were stresses in the sense 
of one wanting to go one way and 
another person saying how stupid that is. 
If you go on further and ask how we 
deal with the capital programme, the 
basis of this is forecasting, as _Mr. 
Tugendhat got on to straight away. The 
forecast work is carried out in three 
parts in our industry: the Generating 
Board must be satisfied that they have 
sufficient capacity to generate the elec- 
tricity which is needed for some years 


ahead, and the years do stretch out to 
ten years or more in this industry. Their 
approach is naturally an approach from 
the energy point of view, how much 
energy is this country going to use, how 
much of that energy is going to be elec- 
tricity, where must that electricity be 
generated? At the other extreme my 
colleagues from the area boards arrive 
at the demand figure from an assessment 
of their customers, what are the habits, 
for example, of people in the south-east 
of England, to what extent is central 
heating going to increase, to what extent 
is it going to be electric central heating, 
to what extent are their various 
customers going to demand electricity? 
We have a sum total of twelve separate 
area board forecasts. In addition to that 
at the centre our commercial adviser 
applies more of the Treasury approach 
or the National Economic Development 
Council approach, a national approach. 
At the end of the day we reconcile these 
three different figures in the Council and 
arrive at one figure as an industry figure. 
Now in a matter as important as this, 
even in a unified industry, I would never 
use one forecast only, I would want to 
know what is the producers’ of electricity 
expectation, I would want to know what 
the distributors’ expectation is. So 
I think any reorganisation of our in- 
dustry, although it might well be wel- 
comed for other reasons, would not have 
too great an effect on our subject today, 
capital expenditure. 


Mr. Crouch. 

324. Is there then no check-back with 
Whitehall on your forecasting and the 
provision of power that you are planning 

for over a period of ten years? (Mr. 

Bonner.) We do produce a memorandum 
for the D.T.I. which shows the basis of 
our load forecasts, and from that they 
have the opportunity to assess whether 
our thinking in terms of growth in 
G.D.P., that is gross domestic product, 
is more or less in line with the Govern- 
ment’s general thinking. But, of course, 
G.D.P. is only one factor which affects 
the overall demand for electricity. 
There is no immutable law, as it were, 
which relates energy growth directly to 
G.D.P. 

325. Is that just a paper which is sent 

to the D.T.I.? (Sir Peter Menzies.) 
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There is a meeting on this.* The capital 
programme at the end of the day has to 
be approved by the Minister, so there 
are discussions with his officials, and on 
matters where his officials might take 
views at variance with ours the Minister 
will ask us to discuss the subject with 
him. But the ultimate sanction to our 
capital programme is in the Minister’s 
hand. There is such coming and going 
as is needed. 

326. I knew the Minister discussed the 
capital programme and the size of it, 
but what I was really wondering was 
whether he would fuss about the actual 

programme? About 'the detail we 

would hope not, on the other hand we 
must display the background to our pro- 
gramme to him. But we do take the 
attitude that it is our responsibility to 
get these matters right. 

Chairman. 

327. Sir Peter, in your experience are 
the nationalised industries, and in par- 
ticular electricity, as far advanced in 
their planning procedures as the leaders 

in the private sector? There is a 

very marked difference between a 
nationalised industry, particularly elec- 
tricity, and a private industry such as 
the one I have been in. In private in- 
dustry you start your planning with an 
assessment of the resources at your dis- 
posal, the manpower, the processes, your 
experience to date, then you plan how 
best you can use these resources, what 
plant you will build where in what coun- 
try ; you have very many options open 
to you, and having decided what pro- 
posals you should go for you then come 
on to the work we have here which is 
planning plants to do all the commer- 
cial work, and so on. In our case the 
first part of the exercise is lacking 
because we are working to a statutory 
duty to supply electricity in this coun- 
try, moreover, we are tied to a number 
of statutory boards. The latter part of 
the exercise in our case is identical, that 
is the capital planning and this is done 
in more detail than I have experienced 
before. But then there is no recovery 
in electricity from a failure to make 
electricity at the time it is wanted, 

* Note from witness: There are separate 
meetings with the D.T.I. on load forecasts and 
capital programmes. 


whereas .in private industry there ij 
always some recovery. 

Mr. Dormand. 

328. Sir Peter said that private in- 
dustry begins by seeing what its own 
resources are. Does Sir Peter mean 
by that the capacity to raise capital! 

That is an important factor because 

there is no point in going ahead in the 
United States, shall we say, unless the 
dollars become available to you. But 
the fundamental beginning of private in- 
dustry is the skills it has, the manpower 
it has, its scientific staff, its operative 
staff, and the advantages it has com- 
petitively on its patents and processes 
and what capacity it has to follow 
through. Finance may well force it to 
make a choice between doing everything 
everywhere in the world. My own ex- 
perience is that finance is not always 
the limiting factor ; other resources such 
as skill and. manpower can often be just 
as great a limiting factor as finance, 
But that side, of course, is lacking with 
us because we have a duty and our re- 
sponsibility is to fulfil that duty as 
effectively as we can. 

Mr. Golding. 

329. When you forecast presumably 

you have to forecast demand at given 
price levels? Yes indeed. 

330. Also at given rates of return on 
capital. What are your assumptions 
with regard to prices over the next 
decade in regard to the return on capital? 

(Mr. Bonner.) In the present state 

of the economy it is very difficult for 
us to do this. We were working closely 
to the principles of the 1967 White Papa 
and we were aiming to gear our tariffs 
to long-run marginal costs which were 
based on criteria laid down by the Gov- 
ernment. But our major problem in this 
present period is that it is extremely 
difficult for us to plan on that basis when 
we cannot make those tariffs effective, 
So it is extremely difficult to do forward 
forecasting of what sales are going to 
be when one does not really know the 
prices which we are going to be able to 
charge. 

331. Is that true also of the rates of 

return on capital? Since we have to 

recover the rate of return through the 
price we charge it does follow that one 
cannot in this present period of price 
restraint achieve the sort of basic figure 
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which the Government originally set us 
to achieve. (Sir Peter Menzies.) Up to 
three years ago, as I think you probably 
know, we were very close to the set figure 
of the White Paper. It is only in the 
last three years that we have departed 
from it. 

332. Does it make planning difficult 
over the next ten years if you do not 
know what the pricing is going to be? 

It is an extra uncertainty in our 

planning but it is not in itself a major 
uncertainty bearing in mind that our 
competitors are also in a depressed pric- 
ing situation. So it is not just a case of 
our getting an increased share of the 
market, it is really a case of how much 
is the total market for the use of elec- 
tricity accelerated by selling it to all 
customers too cheaply. In fact we have 
an estimate of the cost of — naturally it 
is a pretty wide estimate, nevertheless it 
is significant — the result of six years of 
price restraint with a reasonable assump- 
tion as to how thing may go in the 
future: in our view it will cost us an 
extra £400 million or £500 million in 
capital expenditure. On top of that there 
is the cash that one loses in annual 
revenue. 

Mr. Dormand. 

333. In answer to my previous question 
Sir Peter said, very properly, that 
nationalised industry, the electricity in- 
dustry in particular, has to start from a 
different base from private industry. 
Would he like to say whether there are 
any parts of the law governing the indus- 
try which aggravate that situation? Are 
there any parts of the law which inhibit 
seriously or not so seriously the process 
of forecasting? Are there any parts 
which you would like to see repealed or 

amended? If you were asking me 

what advice could I give about setting 
up the industry, if one were starting up 
afresh, I would certainly advise you not 
to set it up in its present shape. But 
to begin to discuss why and what one 
would do is something which I have not 
prepared myself for this afternoon. But 
I certainly would not repeat the present 
shape. When you say, does 'that impose 
any great restraint on us, the answer is 
that it is not too much of a restraint, it 
is more an inconvenience than a restraint. 
The industry has had to face this for 
the last good many years and we have 
learned how to live with that restraint. 


Mr. Golding. 

334. You talk about restraint on 

capital, how closely do you work with 
the equipment manufacturers so that any 
expansion you forecast is reflected in the 
production of equipment? The con- 

sumption of our industry is a very 
significant part of the output of one 
or two concerns, principally turbo- 
alternator producers, and so we do make 
a point of meeting them quite regularly 
and giving them an indication in capa- 
city terms, not financial terms, as to 
how we see the future development. It 
is an informal exchange of information, 
but I do not think any of the machinery 
suppliers could accuse us of withhold- 
ing vital information or misleading them 
on essential future figures. In fact the 
present complaint is, as you know, that 
our future plan is altogether too modest. 

Chairman. 

335. Can you tell us something about 
the present state of planning for nuclear 
electricity? Has the existence of growth 
in this area made the planning problem 
easier or more difficult? Has it affected, 
for example, the length of the planning 

horizon? -Nuclear has undoubtedly 

increased the planning horizon because 
the schemes that the A.E.A. has in hand 
today cannot come to fruition until well 
into the 1980s. But that is a situation 
which we would have to take into 
account in any case. When you ask me 
what changes are happening in this area, 

I think I have got to stand very close 
indeed to the statement that the Secretary 
of State made in the House in August 
last year, which was a statement made 
after consultation with us and after he 
had taken into account our views. Our 
views may not have accorded wholly 
with his statement, nevertheless we 
accepted his statement as Govern- 
ment policy. To remind you — I will 
put it in a slightly different order 
from what he said — we attach first 
importance to getting the advanced gas- 
cooled reactors which are currently 
under construction into full operation. 
The second item of importance in our 
minds is getting the right system in the 
long term, which is the fast breeder 
reactor. The third consideration in our 
priority is what do we do in the inter- 
mediate period of time, in the next ten 
years or so. That is a matter on which 
the Secretary of State has announced a 
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plan and we are happy to await the end 
of the eighteen months’ study period of 
the heavy water reactor before ourselves 
going forward with our planning. 

Chairman. 

336. Does the electricity industry 
attempt to forecast technological change 
(a) in the methods of generating elec- 
tricity and {b) in the production of 
competing sources of fuel and power? 

The brief answer to this question is 

that this is an industry where the effects 
of technological change are rather slow. 
There is a stream of minor improve- 
ments all the time so that the technology 
goes forward annually, but we do have 
such a mass of existing equipment that 
the effect of the new technology inside 
our own industry is fairly modest in 
total. Nevertheless we do anticipate it. 
Mr. Bonner gave me a figure of about 
i per cent, the other day when we were 
trying to find what might be the rate at 
which we would produce more electricity 
for the same capital and the same man- 
power per annum. This just gives you 
an indication of the rate at which our 
own technology will move forward. The 
other important thing, of course, is what 
is likely to happen in competitive in- 
dustries. I do not think I need dwell 
on the coal situation, we are all familiar 
with that. With regard to gas, we have 
seen quite a major revolution there, first 
of all the oil /gas introduction, then the 
bringing ashore of North Sea gas. But 
from this point forward we see our tech- 
nology going ahead at about the same 
rate as 'the gas technology. Certainly 
we do not expect to be in an inferior 
position as future technology unrolls. 

Mr. Stoddart. 

337. I did not understand what the 
question meant, “ does the industry 
attempt to forecast technological change 
in the methods of generating elec- 
tricity ” does it mean different techniques 
used in generating electricity, or what? 
If I may say so, I do not think the 
answer which Sir Peter has given covers 
the point. There has been a lot said 
recently about having too advanced a 
technology in relation to the construc- 
tion of 500 and 600 megawatt sets which 
have been particularly badly hit, indeed 
up to the present time they have been a 
complete and utter wash-out and failure 


and they certainly have not been doing 
the job for which they were constructed 
The capital monies which were ex- 
pended on them are at the present time" 
in my view at least, being wasted. This 
is one of the points I would like to put 
to Sir Peter: is it the Coundl’s policy 
to examine the failure of these particular 
sets? Secondly, is it going (to continue 
to be the Council’s policy to site large 
power stations in one or two locations, 
or in fact do the Council believe that 
we will get better security of supply if 
smaller stations are sited in a greater 
number of places throughout the 
country? How much money has been 
expended by the C.E.G.B. on research 
into that is, magneto hydro- 

dynamics? Has any progress been made 
with this particular method of generating 
electricity, or has the money expended 

been written off? 1 will ask Mr. 

Bonner to answer your questions because 
he is a member of the Generating Board 
and closer to your problem. (Mr, 
Bonner.) On Mr. Stoddart’s first question 
about the methods of generating elec- 
tricity, one can say that the sort of 
technology that we shall be following 
over the next ten years is merely the 
advancement of existing technologies, in 
other words, we are not thinking of any- 
thing more exotic coming in between 
now and the early 1980s. The major 
step forward will be, of course, when 
the fast breeder comes along, and we 
cannot see the first one of those coming 
in before the 1980s. On the question 
of the 500 megawatt sets, it might be 
salutary to point out that last week we 
had 36 of these all running at the same 
time meeting something over 14,000 
megawatts of our demand, and in the last 
twelve months one-third of the total unit 
requirements on the system came from 
those sets. So I would not regard that 
as failure. We have had our troubles 
admittedly, and have had our costs aris- 
ing from that. But we did in fact order 
something like 47 of those sets, basically 
when we were planning on the 4 per cent 
growth in the G.D.P., and obviously we 
gave ourselves and the manufacturers a 
headache in trying to provide all that 
plant in a relatively short space of time, 
But we are now seeing some rewards 
coming from this because if we tried 
to go back to the era of putting in more 
smaller units distributed around the 
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country the overall cost of electricity 
produced in that way would probably, 
at current day prices, be about one 
quarter higher than with the large units 
because there is no doubt one does get 
the benefits of economy of scale from 
being able to use a smaller quantity of 
materials as compared with the labour 
and materials which would have to go 
into smaller sets. So we have been 
doing some work on this because this is 
a question quite often asked by our 
area board friends. Quite naturally 
people must wonder when one does run 
into trouble in technology whether it 
would not have been better to have per- 
petuated the old and perhaps avoided 
all the difficulty. But although we have 
had all this trouble we are now beginning 
to see the fruits of what we have in 
fact been doing. On location, one of 
the points one has to bear in mind, 
particularly now that environment is be- 
coming such a major consideration every- 
where, is that it would be extremely 
difficult to dot power stations around 
all over the country. It is extremely 
difficult to get sites to put up the big 
power stations today, and it is going 
to become increasingly more difficult as 
time goes on. It is going to be more 
difficult, perhaps, with nuclear than it 
has been with the conventional power 
stations. Again this is something which 
tends to make one attempt to concentrate 
as much generating capacity on one site 
as one possibly can. On the question 
of M.H.D. we did spend quite a lot 
of money on this, I think it was several 
million pounds, but I would not like to 
swear to that. But we seriously came 
to the conclusion that as a country and 
as a Board we certainly could not back 
all the horses at the same .time. Having 
taken the plunge on nuclear power we 
could not see, from the point of view 
of our particular system in this country, 
that there was a lot to be gained by 
going along the M.H.D. route. The 
Americans, of course, are going into this 
in quite a big way, but there are different 
considerations there. We did consider 
this and we decided that there was 
not any point in trying to go along 
the M.H.D. and the nuclear route at 
the same time, and for that reason we 
did in fact abandon our work on it and 
we have written off the capital expendi- 
ture that was involved. There has been 


quite a lot of spin-off from this which 
has been beneficial to other people who 
are still interested in this particular 
subject. 

338. Does the Board intend to make 
greater use of gas turbine equipment for 

peak loading? The system could take 

quite a bit more gas turbine equipment 
on board, not only from the point of 
view of peak loading but also from the 
point of view of system control. In 
other words, it is a flexible plant, and 
when we have these large units which 
it is not easy to cycle up and down the 
use of gas turbines does give you quite 
a bit of regulatory power in helping to 
follow the loads. We would certainly 
see rather more gas turbine equipment 
on the system. 

Mr. Crouch. 

339. Sir Peter, on this question of 

technological change in the industry I 
would like to ask you whether you think 
in the electricity industry you are ir 
a different position from other nation 
alised industries? Would you say that 
you are a pace-setter in technological 
change in the electricity industry, or 
would you say you are having to follow 
government direction and policy about 
change? (Sir Peter Menzies .) As com- 

pared with other nationalised industries? 

340. Yes. May I give you an example 

which might help you? For example, 
in the transport industry, British rail- 
ways development has advanced, and 
by tradition the industry has always 
been developing new powers of 
locomotion, and so on. Would you 
say that in your industry you are the 
pace-setter for the changes that take 
place in electricity generation, or would 
you say you are receiving some of that 
inspiration from the Government, from 
the Atomic Energy Authority, or else- 
where? The incoming information of 

the A.E.A. is on one particular sphere 
of operation, that is nuclear plant, and 
in that respect it is by far the most 
important part of the information. Why 
I am saying our technology is going 
ahead rather slowly is because here we 
are, more than fifteen years since our 
first nuclear plant was ordered and we 
are still currently sanctioning, as the occa- 
sion arises, a nuclear plant or an oil plant. 
So although the technology, the scientists 
would say, is vastly ahead of the oil 
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firing technology, I, as the person respon- 
sible for an industry which has got to 
show certain returns at the end of the 
day, have to say that the technology is 
not in front of the oil burning tech- 
nology in financial terms, although there 
is plainly far more to go for in nuclear 
in the future, but I think the progress 
will be slow. You ask if we compare 
ourselves with other industries ; what we 
do is compare ourselves with the same 
industry in other countries and we work 
very closely indeed. I am confident from 
what I have already seen that we are 
well placed to hold our own in that and 
we probably give out more ideas than 
we receive from other organisations of 
the same importance. As regards other 
nationalised industries, I would rather 
duck your question because frankly I do 
not know what the railways do. I have 
got a good opinion of the Gas Corpora- 
tion, but it is just luck as to whether I 
know anything about it or not. 

341. For example, the two nation- 

alised airlines, now one, have in the past 
sometimes objected to government sug- 
gestions as to the aircraft they should 
run. Have you been in a similar diffi- 
culty? W e might well object to gov- 

ernment suggestions as to which 
particular plant we build, but I do not 
think we would have government saying, 
“You must put in a 400 megawatt set 
rather than a 500 megawatt set”, or 
something like that. We certainly regard 
it as our responsibility as much as any- 
body else’s to satisfy ourselves that if 
we buy a major piece of equipment it 
is right for our job. 

Mr. Golding . 

342. With regard to technology, you 
talk about a choice between nuclear and 
oil. What research is going on to see 
whether coal can be burnt in different 

ways to generate electricity? (Mr. 

Bonner.) The National Coal Board has 
done quite a lot of research on fluidised 
beds, which is another technology for 
the more efficient generation by coal, but 
one has got to look at the overall fuel 
situation in debating this particular topic. 
We see nuclear really as an answer to 
the problem in the long rim. I am not 
saying when, but obviously fossil fuels 
will tend to become scarcer over the 


years with the growing demand f 0r 
energy throughout -the world, and there, 
fore we look to nuclear as the sort of 
ultimate stop-gap so we can in f ac t 
continue to provide power. When it 
comes to looking at coal, we feel with 
the present size of the coal industry and 
with all the coal plant that we have got 
on our system there is very little purpose 
in our pushing a lot of money into 
research into different ways of burning 
coal at this point in time when we can 
in fact more or less bum all the coal 
that the coal industry wants us to take 
on the existing conventional plant. So 
quite clearly the bulk of our research 
is directed towards the longer terra, that 
is the evolution of nuclear power. In the 
meantime >we see that it would be a good 
thing to fill in on oil-fired plant as far 
as we can, on the basis too. that with the 
finds in the North Sea this country will, 
by the 1980s, be probably one of the 
best placed in so far as a big part of 
that oil will come from indigenous 
resources. So we look at the techno- 
logical angle from the point of view of 
the way fuel resources are likely to 
develop in the future. 

343. You say you can take all the coal 
the Coal Board can provide at the pre- 
sent time. Is it your impression that 
your plants will be able to take as much 
as they might want to provide you with 

over the next decade? This depends 

on price. As my Chairman has said in 
another place, we are not anti-coal, we 
are anti-dear fuel. I think we can bum 
quite a substantial amount of coal over 
and above what we do now given the 
right price. So this is largely a question 
of economics and the extent to which 
the Government is prepared to subsidise 
the coal industry, because we do not feel 
it is the sort of burden we can put on 
the electricity consumer. 

344. So the price determines the fuel 

you bum? That is so, but there is a 

limit to the efficiency one can get from 
conventional plant and the whole tech- 
nology is geared to the maximum 
efficiency that one can get. Essentially 
we are buying heat and we are process- 
ing that heat. I do not think that any- 
thing we can do in that respect is going 
to lead to coal becoming that much more 
economic with other forms of firing of 
generating plant. 
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Mr. Stoddart. 

345. Do you not have to be very 
careful about this, because things can 
alter very quickly indeed? It looks very 
much as if the world price of oil is going 
to alter rapidly upwards over the next 
decade anyway, perhaps within a shorter 
period of time. I would hope that the 
Board were taking these matters very 
much into account and certainly not 

diversifying too far on oil? That is 

why we want the maximum flexibility on 
our system. This is what we have tried 
to get and are trying to get because quite 
clearly in that sort of situation, to get 
the best for the consumer, one wants to 
have flexibility so if coal did become 
relatively cheaper than oil one would be 
able to burn more coal and cut down 
the oil, and vice versa. That is why if 
we have got that sort of flexibility it 
does tend to enable us to be very much 
more in a position to exercise the right 
sort of commercial pressures to do the 
best for electricity consumers. 

Mr. Golding. 

346. You want flexibility so that if 
the price of oil goes up, which it will 
because of American importation, you 
can switch to coal. You then set a lot 
of questions on planning for the coal 
industry because the Coal Board has got 
to make its decisions now based on the 
future demand for coal from your 
authority. It does not seem a rational 
approach if you are not able to 
say now what will be the demand 
for coal in the future, knowing that the 
price of oil is certainly going to go up? 

(Sir Peter Menzies.) I think you are 

asking too much of us. A power station 
is there for 30 years, or something of 
that order, it is not there just for five 
years. So as of now the Coal Board, or 
any other of our competitors or sup- 
pliers of fuel, would know within a very 
fair margin indeed what our capacity to 
burn various fuels will be for quite a 
number of years ahead. What my col- 
league has said concerns not only what 
we will burn up to total capacity, that is 
what you do at peak, but when you are 
running rather more quietly you choose 
which stations you run and you 
choose them on economic terms. In five 
years’ time we will run a coal station 
or an oil station according to the cost 
of producing electricity at that station. 


I am not talking about cold weather, I 
am talking about summertime. Forecasts 
for this are exchanged between various 
industries. But at the same time there 
is flexibility in that if oil progressively 
becomes dearer than coal we will edge 
towards coal ; if coal becomes progress- 
ively the dearer of the two we will edge 
towards oil. As far as we see it, there 
is no reason for the next ten years to 
expect oil to go up in price more rapidly 
than coal. 

Mr. Crouch. 

347. Sir Peter referred to producing 
electricity in economic terms, which is 
an important factor. I think, Sir Peter, 
that your industry is going to approach 
rather rough water in the future with 
regard to economic terms, if you are not 
already there. The Secretary of State 
on the 8th August, referring to nuclear 
reactor policy, said, referring to your 
industry : “ As to the structure of the 
industry, a much stronger design and 
construction capacity than is presently 
available will be necessary to provide 
nuclear plants on the scale on which the 

Generating Board will need them ”? 

That is not our industry, that is the plant 
manufacturing industry, the contracting 
industry. 

348. It is still relevant to your in- 
dustry? We are the customer. 

349. If you are thinking of the genera- 
tion of electricity in economic terms, and 
if government policy for structural 
change in the industry is directed 
towards nuclear, looking ahead 40 to 50 
years — Mr. Bonner reminded us we will 
have to look ahead to this change — you 
may be facing a time when your capital 
programme is going to be measured in 
terms of the future requirement for 
technological change rather than in 
terms of your present discipline of pro- 
ducing electricity on economic terms? 

This is rather inevitable. The wishes 

of Government and the responsibility 
and duty of those placed in charge of 
a nationalised industry may well 
diversify from time to time, and if it 
happens in something like a year or two 
from now that it is Government’s wish 
that we build a particular nuclear station 
for some reason of Government’s, then 
our reply will be that that must measure 
in financial terms the alternatives open 
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to us. There will then be conflict, as 
you have said. But our duty is clear ; 
our duty is to protect our customers, the 
consumers, it is not our duty to accept 
whatever plant Government might 
choose. 

Mr. Stoddart. 

350. This is beginning to sound most 
unsatisfactory. It seems to me that here 
we have a situation — indeed we have 
seen it over a long period of time — 
where the electricity industry is in a 
most invidious position. They want to 
protect their customers, they want to 
give their customers the product that 
they produce at the cheapest possible 
cost, yet because of other reasons they 
are told, “This is not on, you have to 
do it another way So the industry 
is undoubtedly, and has been over a 
period of time, in a very difficult posi- 
tion. Have you any suggestions as to 
how this could be overcome? Do you 
think there is a place for a National 

Fuel Authority? 1 can give you an 

example of that, the action taken earlier 
this year in connection with the Ince 
Power station where, from the point of 
view of the industry, the order was 
placed earlier than the industry will re- 
quire the station. This means that there 
is a loss of net revenue to the industry. 
Nevertheless the Ince station is one which 
we will want, though not quite so 
quickly, so the problem is resolved in 
that case by the Treasury offering to 
relieve us of the burden of extra finance 
through building the station too quickly. 
That is a good and clean-cut example of 
the problem you have indicated. I hope 
similar clean-cut problems in future will 
be dealt with in the same way; the 
Treasury pays. 

351. I do not know that I would be 

entirely happy about that? 1 am not 

myself! 

352. We are talking about fuels. We 
have heard it said, though I am not 
sure I agree, that the Electricity 
Generating Board would like to use 
natural gas for fuel because they would 
find this cheaper, they would convert gas 
into flame, then into steam which is 
merely another gas to drive an alternator. 
Do you feel it is right that the 
Generating Board should be faced with 
having to make these decisions about 


something which is a national res™*, 
sibility? Would you feel happier 
Peter, if there were a national 
worked out on fuel conservation and the 

best use of fuel? We have, 1 ^ 

accept, and it is absolutely right, a pan 
to play in the formation of national ” 
policy, a part to play in bringing it to 
success. There is no question at a| 
about that. We also have our other 
responsibility, as I mentioned, the 
statutory responsibility, of looking 
after our customers, bearing in mind 
our customers are not only house- 
holders, they are a very important 
sector of industry. So althon$ 
we do have a part to play in 
a national fuel policy, we are very alive 
to excessive distortions in the economic 
situation when it comes to finance. 'With 
regard to gas, we are using some at the 
moment because it happens to suit the 
Gas Council to let us have some gas 
and it happens to suit us to use it at 
this particular time. But it is not a fuel 
we are using in volume ; it is only used 
in one or two stations on an interrupt- 
ible basis. That happens to suit the Gas 
Council and it happens to suit us. Fra 
the future, I think it is unlikely that m 
will have large volumes of gas to bum 
I do not think it will he available at a 
price that is competitive. 

Chairman. 

353. Have recent policies, preventing 
prices from rising and making the finan- 
cial targets impossible to realise, had 
any real effect on the internal operations 
and efficiency of the industry which 
might necessitate an appraisal of planned 

investment? If I may take a minute 

or two to explain to you what has 
happened, the restraint on prices in this 
industry commenced about three yean 
ago, well in advance of the start of the 
C.B.I. initiative, at a time when fuel 
prices were escalating as they have con- 
tinued to do in the last three years, and 
although there have been some increase 
in domestic prices in the last, three yean 
and there have been some increases in 
prices to industrial consumers because 
they in effect pay for the fuel and then 
the cost of converting that to electricity, 
nevertheless we have entered into phase 
one of the freeze with our prices lagging 
very heavily behind costs, prices in the 
domestic area most certainly, prices m 
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the industrial area not to an extent which 
causes anyone any great worry because 
the cost of the fuel has been passed on. 
But our domestic tariffs at the beginning 
of stage one need to be increased by 
something like 25 per cent, to reflect the 
cost of supplying electricity domestic- 
ally. That is a broad average because 
you know what domestic tariffs are like, 
day tariffs, night tariffs, White Meter 
tariffs, and so on. I have averaged the 
lot when I say 25 per cent, it is merely 
to give you a measure of the scale of 
the figure. So recent policies, not just 
of this Government but of two Govern- 
ments, have very materially affected the 
pricing policy of this industry. Now that 
we have stage one, stage two and no 
doubt stage three, it is plain that it is 
going to affect our future capital pro- 
gramme. We are under-selling a valuable 
product in a great growth industry, a 
situation which nobody can justify other 
than on national grounds. 

354. Suppose the average level of in- 
dustrial activity in this country were 
10 per cent, higher, how would that affect 
the pricing policy of your Council and 

the economics of the industry? -(Mr. 

Sinnott.) We would have to reappraise 
our capacity to supply, which would 
probably involve us in greater capital 
expenditure. I am speaking mostly for 
other boards, because my own particular 
board is a non-industrial board, my board 
in the south-east is largely domestic. But 
the quantum of supply and the costs in 
the large industrial areas like the Mid- 
lands, for example, would undoubtedly 
lead to a big upsurge in the capital 
investment of those boards. 

355. Of course, having similar 
amounts of equipment producing more 
electricity would rather alter the econo- 
mics of -the industry? — —(Sir Peter 
Menzies.) I have been taking advice 
while Mr. Sinnott was speaking, and 
although in most industries what you are 
suggesting is undoubtedly true, if one 
can achieve 10 per cent, more output 
from a factory which is running and 
which is manned in any event, then of 
course the extra 10 per cent, of output 
makes a very big contribution to profits. 
But in our case, to supply industry with 
an extra 10 per cent, of electricity does 
not mean getting an extra 10 per cent, 
out of the power stations which are 


running, it means starting up more power 
stations which are not running at the 
moment, so that one does not get the 
advantage of marginal costs to the same 
extent. 

356. With respect, would it not be 

a case of some of each, it partially 
means power stations, but it partially 
means more effective utilisation of exist- 
ing equipment? Yes, but the gain at 

the margin does not run in our favour 
so much as it would in the motor car 
industry, for example. The answer to 
your question is that it would not alter 
our final profit figure very much. 

Mr. Stoddart. 

357. Is there a possibility that in actual 
fact, far from gaining additional sur- 
pluses, you might very well lose money 
if this suddenly came upon you because 
you would be bringing in stations right 
down on the merit list and you would 
probably also keep open for longer 

stations which are due to close? (Mr. 

Bonner.) Our philosophy is to charge 
the marginal price, in other words, the 
cost of meeting that incremental unit. 
So if we are in fact doing that perfectly, 
— and the world is not perfect, of course 
— and if we price on the marginal basis, 
the income we receive will broadly equate 
with the cost on the other side. This 
we certainly do in our tariff to the area 
boards. In other words, it reflects the 
fact, as Sir Peter has said, that if the 
load goes up we have to bring in the 
less efficient and more costly plant. So 
what we are charging the area board 
is not an average price per unit on the 
running rate, but we are tending to fix 
it on the marginal rate which reflects the 
incremental cost of running the extra 
generating capacity. (Sir Peter Menzies.) 
It may be that we are confusing you. 
Chairman, when we talk about cost. In 
our industry cost does include return on 
capital. 

Chairman. 

358. Does the industry have a long 
term pricing policy, and should long term 
planning involve both an investment and 

a pricing policy? The very brief 

answer to that question is yes. We do 
have a long term pricing policy which is 
to break even with a small contribution 
towards the cost of new capital over 
the years. To the extent we get our 
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pricing policy right, then we justify the 
expenditure of capital on new plant. 
If we fail to get our pricing policy 
right, then we will be spending rather 
precious Treasury resources unadvantage- 
ously. 

359. From your inside experience of 
the industry, have you noticed any 
pressure in the industry towards trying 
to over-price so you have got a bit 

left for a rainy day in capital terms? 

No. You have to bear in mind that we 
have only got one product, although it 
is sold at all sorts of time, day and 
night, and to different users it has _ all 
got to be sold against published tariffs. 
At the end of the day you do arrive at 
the position which we are in as of now 
when our domestic prices are too low and 
our industrial tariffs are not too far 
wrong, but that is not the consequence of 
any deliberate policy on the part of the 
industry, this is where we find ourselves 
as a consequence of the C.B.I. initiative 
and the government phase one and phase 
•wo. So although if you hunt around 
you can find the discrepancies you have 
in mind, I think it would be quite wrong 
to suggest it was in any way putting in 
any slack or taking a chance in one 
area and not in another. 

360. Suppose one particular part of 
the industry found itself with a sub- 
stantial surplus because of over-pricing, 
if you like, what would happen to that 

surplus? As of now, it is the duty of 

each separate board to meet its satutory 
obligations, and as of now the Generat- 
ing Board has a surplus and a good 
many of the area boards have a deficit. 
It is, under the statute, the respon- 
sibility of the various boards. Mr. 
Johnson has much experience in the in- 
dustry and he is responsible for financial 
matters, he might like to come in on 
this. (Mr. Johnson .) Our pricing philo- 
sophy, as Sir Peter said, can be stated as 
four square with the 1967 White Paper. 
This philosophy has to do with the cost 
at_ the margin and the predetermined 
suitable return on capital, which has to 
do with the allocation of resources. If 
you accept that as a proper pricing 
philosophy, it really leaves no room for 
aiming at a cash flow to meet capital 
requirement. I think it would be fair 
to say, although it is hard to say what is 
in every individual’s mind within the 
industry, that the idea of setting tariffs 


with the object of influencing 
resources available for capital expend 
ture is one which really does not aS' 
not only because of the philosophy ™ 
pricing but also because .the capital nm. 
grammes have been approved by govern 
ments in their own right and without 
having regard to current revenue earning 
capacity. They have not really been 
determined by the level to which they 
have been externally financed. External 
finance has really been a derivative or 
whatever pricing policy we have been 
following, which is, as you know, not 
necessarily the pricing policy that we 
would want to follow. 

Mr. Stoddart. 

361. From what Sir Peter said on 
pricing I find the position frightening 
to be able to say that electricity is bein’? 
supplied to a certain class of consumer 
at 25 per cent, below cost on a broad 
average is really a most disturbs 

situation? (Sir Peter Menzies) It £ 

indeed. 

362. At some time or other, unless the 

industry is going to be permanently sub- 
sidised, there will come a time when a 
government will say this industry must 
stand on its own two feet. Indeed, that 
was said two or three years ago but 
policy has been altered since. What hap- 
pens then? We would wish to stand 

on our own feet. It is not we who have 
created this situation, it is Government 
which has created this situation starting 
three years ago, earlier than the life of 
the present Government — that is why I 
say Governments and not any particular 
person in Government. Government has 
asked us for some time to moderate 
increases in tariffs, we then had the 
C.B.I. initiative, and you will remember 
the nationalised industries were asked to 
comply strictly with the C.B.I. initiative, 
so there was no increase in tariff during 
that period of time. Now we have a 
statutory freeze and therefore there is 
no question of increasing domestic 
tariffs at present. When you ask me 
what we wish to do, we would wish as 
quickly as possible, and given that this is 
not a thing you can do overnight, to get 
back to a firm financial basis. There is 
no justification in terms of the industry 
for running at a loss. 

363. It is true to say also, i_s it not, 
that over a very long period of time your 
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prices have escalated to a much lesser 

extent than prices generally? That is 

true. 

364. Would it not be true to say also 
that this pricing policy which has 
been forced upon you could have a dis- 
torting effect on your long-term esti- 
mates for demand? After all, if it is 
under-priced at the moment demand 
will be greater ; if suddenly you find 
that you have to charge the economic 
cost, then you could find suddenly the 
plant that you had planned and started 
to build would be surplus to require- 
ments? This could have a distorting 
effect on the industry as a whole and its 

thinking? 1 have just had some figures 

passed to me. The figures, of course, are 
enormous because this is a very big 
industry. We made forecasts in 1969 
of what our revenue would be for last 
year, and in the interval since 1969 fuel 
alone has gone up £165 million. That 
is an indication of the scale of the busi- 
ness. You mentioned earlier the delays 
in getting efficient modem plant running 
as compared with what we had hoped 
for, that probably has cost as much as 
£50 million in the year. So there were 
some very heavy costs. Against that 
the tariff increases have been very much 
more modest. So we did end with 
£180 million less profit in one year 
than we had expected — that is the year 
we are in. But the figures are enormous. 
Fuel is not the only source of our costs. 
We have got this rectification, and there 
have been increases in our own salaries 
and wages as you realise. But the costs 
have escalated very much more than 
prices to our customers. Whether 
domestic tariffs can be put right is partly 
political and partly not, but if you ask 
me as one of the operators of the busi- 
ness, I agree with you it is wrong ; they 
should be put right. 

Chairman. 

365. Could you give us an indication 

of how negotiations proceed between you 
and your principal suppliers of coal, 
whom I take to be the N.C.B.? Yes. 

366. This is obviously nor central to 
our inquiry, but I am curious to know 
how negotiations proceed when you 
have this oligopolistic situation of fuel 
sellers and fuel buyers and in particular 
one main supplier. Do you haggle, nego- 


tiate, or what, about coal? (Mr. 

Bonner .) We normally buy our coal in 
the same way as ordinary industry. 
There is an industrial coal price struc- 
ture where the Coal Board declare prices 
of fuel and various additions according 
to ash content and all the rest of it. 
Normally, all other things being equal, 
we buy the fuels we want and we know 
what fuels we mostly want They come 
from the central coal fields, which are 
the cheapest and which are the ones that 
suit our stations. These power stations 
were mainly built to burn certain quali- 
ties of coal and it is no use our taking 
a lot of coal from other places which 
is going to be harmful, perhaps, to the 
plant itself and far more costly. So we 
shop around in the normal way through 
the Coal Board’s price structure leaving 
our regional people to do the buying 
and shift the coal around in the best 
possible way to minimise our overall fuel 
costs. 

367. Is there any haggling? The 

haggling will largely be on quality. If 
there is not the right quality we tend to 
reject it, but we cannot go into a bar- 
gaining situation of saying we will take 
so many tons if you give us a rebate of 
so much. We do not have that sort of 
haggling at all in the normal way. 

368. Why can you not do that? Is 
it because you are limited as to where 

you can go for supplies? These are 

the terms under which the Coal Board 
act and in their parlous financial situa- 
tion they have really not had that sort 
of commercial freedom to strike the sort 
of bargain we might have made in other 
respects. 

369. I take it no part of your industry 
has ever been tempted to send to Poland 
or to the United States for special coal? 
-—(Sir Peter Menzies .) Yes, for small 
amounts. (Mr. Bonner.) In the 1970-71 
fuel crisis, when it became apparent the 
Coal Board could not supply us, import 
licences were permitted and we did im- 
port a quantity of coal from the United 
States, Australia, Poland, and so on. 
Some of that was cheaper than our own 
indigenous coal. 

Chairman .] It only remains for me to 
thank Sir Peter and his colleagues for 
what has been for us a most informative 
session. 
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Memorandum submitted by the Gas Council on procedures followed in coming fa 
decisions on major capital investments of the Gas Council and Area Hoard' 

CAPITAL INVESTMENT IN THE GAS INDUSTRY 
NOTE BY THE GAS COUNCIL 
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A. Introduction 

1. A full description of the sanctioning and control procedures -applicable to 
capital investment in the gas industry in 1961 was given to the Select Committee 
in a note provided by the Gas Council. (Appendix 34 to the 1961 Report of the 
Select Committee on Nationalised Industries.) It was explained at that time that 
the procedures described were not to be read as an established code of practice 
Formal codification was said to be undesirable as tending to impose inflexible 
procedures at a time when conditions were changing rapidly. 

2. In the event, circumstances have altered much more fundamentally than 
could have been foreseen in 1961. There was first a major change in gas production 
technology. Coal-based plant was overtaken in the early 1960s by much cheaper 
oil-based processes evolved in the Council’s research laboratories and by others. ‘ 
This development was supplemented by the scheme for importing liquefied natural 
gas (L.N.G.) from Algeria in which the Council and eight of the Area Boards 
participated: L.N.G. supplies began in 1964 and deliveries were made to the 
Boards through a specially constructed grid. 

3. A second -technological revolution began with the discovery of substantial 
reserves of natural gas under the North Sea. By 1967 four fields capable of com- 
mercial exploitation had been found and the first supplies of natural gas from Ik 
North Sea were received in March of that year from the West Sole field of British 
Petroleum. When the size of these reserves had been assessed, a decision v/as 
taken by the Council and the Area Boards to convert customers’ appliances to the 
use of natural gas over a period of years and concurrently to phase out the 
manufacturing function. 

4. At 3 1st March 1972 the appliances of 6 million customers had been converted 
and this operation will have been substantially completed by 1976. In th ^meantime, 
natural gas is also being used as a reformer feedstock in the manufacture of tom 
gas: in the March quarter of 1972, 91 per cent, of all gas sent out was derived 
from natural gas of which nearly two-thirds was supplied direct to customers and 
the balance was used in the manufacture of town gas. 
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5. These developments have had a marked influence on the size and shape of 
capital investment in the gas industry. A description of the machinery currently in 
force for the sanctioning and control of capital investment is given in the following 
sections, with particular reference to the procedures employed in approving major 
projects. 

6. It will be recalled that the Gas Council gave evidence to the Select Committee 
(Sub-Committee B) m connection with its 1968 inquiry into the exploitation of 
North Sea gas, including a memorandum (Appendix 7 to the Report) on invest- 
ment appraisal. Apart from the financial consequences of progressive cost inflation 
since that date, it is considered that the evidence then given by the Council on 
the industry’s policies and plans in relation to North Sea gas exploitation is still 
relevant to the present situation. 

B. The Role of the Gas Council 

7. The federal structure of the industry created by the Gas Act 1948 remains 
substantially in force at the present time. Twelve largely autonomous Area Boards 
were made responsible for the manufacture of gas for supply to customers in their 
areas. As originally envisaged, the Council’s main function was that of acting as 
the industry’s central co-ordinating and advisory body. Among its more specific 
responsibilities was that of raising and servicing the capital required by the Area 
Boards. The 1948 Act also required the Council to concern itself with the capital 
programmes of the Boards: Section 1(5) provides that “in carrying out any such 
measures of reorganisation and works of development as involve substantial outlay 
on capital account, every Area Board shall act in accordance with a general 
programme settled by them from time to time with the approval of the Minister, 
and the Minister shall consult with the Gas Council before approving any such 
programme 

8. Under the Gas Act 1965 the Council’s powers were extended to cover the 
manufacture or acquisition of gas for supply in bulk to the Area Boards and, with 
the Minister’s approval, for supply direct to customers. The same Act imposed on 
the Council the duty to co-ordinate the development of the industry on a national 
basis. These extended functions, coupled with the advent of natural gas, materially 
enlarged the Council’s earlier role. In the first place, the Council has become a 
major spender on capital account in its own right : whereas previously its investment 
was confined to research and administration, the Council now has responsibility for 
the investment implicit in transmitting gas in bulk to the Area Boards. Up to 31st 
March 1972 the Council had expended £275 million on this account, mainly in the 
provision of marine terminals, pipelines, compressors and storage. A map of the 
Council’s transmission system is attached (Appendix I). 

9. Secondly, and much more importantly, the Council’s responsibility for the 
procurement and bulk supply of natural gas could not adequately be discharged 
without maintaining a continuous oversight of the industry’s activities and commit- 
ments. The natural gas reserves acquired to date are large but finite in quantity. 
Happily, there is a buoyant demand for natural gas from all classes of customer, 
due no doubt to its attractiveness as a refined premium fuel but helped also by 
movements in other fuel prices. The Council is confident that further large gas 
reserves will become available for sale in this country: but there are obvious 
dangers in attempting to market additional gas before purchase contracts have been 
signed. Economic as well as physical constraints have to be kept under Teview 
to ensure the industry’s financial viability over both the short and longer terms. For 
these and other reasons, a close balance between supply and demand has to be 
maintained at all times to ensure that seasonal and diurnal fluctuations in demand 
can be accommodated without undue strain but without excessive capital outlay. 
On the supply side, account must be taken of the special features of the purchase 
contracts, such as “ take or pay ” clauses and the lower prices for supplies above 
the minimum take. The pattern of demand can be influenced so as to optimise 
capital investment, e.g. interruptible loads v. storage provisions. 
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10. At the time of the Committee’s 1961 inquiry into the industry, it was possible 
to consider each Area Board as a self-contained organisation, capable of expanding 
its gas production capacity to meet the emerging demand in its area. This is no 
longer true. The Boards depend critically on the supply of natural gas from the 
Council. Inevitably, therefore, the industry’s broad strategies on marketing and 
investment are being determined by the Gas Council (of which each Area Board 
Chairman is a member) and the tactical decisions .taken by the Area Boards in 
implementing these strategies have to be exercised within parameters agreed with 
the Council. 

11. The industry’s annual capital development programmes and Corporate Plan 
provide the principal means of achieving these objectives and are discussed in the 
next two sections. Within the framework of these programmes there is a continuous 
dialogue between the Area Boards and the appropriate specialists in the Council 
office on a variety of subjects. Additionally, the Council office undertakes long-term 
economic studies going well beyond the period of the programmes in order to establish 
the validity and robustness of the assumptions _ on which those programmes are 
written and to help determine the future depletion and gas procurement policies. 
All of these activities influence the level and shape of the industry’s capital investment 

12. The Council office has been reorganised and strengthened to meet the increased 
responsibilities referred to above. In particular, by 1968 the Minister had appointed 
three additional full-time members of the Council as heads of the main functional 
Divisions concerned with Production & Supply, Marketing and Economic Planning. 
Under the revised committee structure, policy committees cover each of these main 
functions, operating within delegated authority and reporting direct to the Council. 

C. Capital Development Programmes 

13. Each year the twelve Area Boards and the Council prepare a capital develop 
-ment programme (C.D.P.) covering the year current at the time of preparation and 
the five following years. The format and contents of each C.D.P. are discussed with 
the Department of Trade and Industry. 

14. Central responsibility for the assembly and critical examination of the C.D.P.s 
rests with the Council’s Economic Planning Division, which is headed by a member 
of Council and includes departments concerned with finance, co-ordination and 
planning, economics, purchasing, operational research and management information. 
The scene for each round of C.D.P.s is set by a series of objectives and assumptions 
drafted in February by the Council office. After sectional examination by the 
functional committees of the Council, these objectives and assumptions are finally 
agreed by the Economic Planning Committee which is chaired by the Member for 
Economic Planning and whose membership includes the Deputy Chairmen of the 
Area Boards and representatives from the Marketing and Production & Supply 
Divisions: this Committee also exercises a steering function during the assembly 
and examination of each set of C.D.P.s. 

15. The C.D.P. objectives and assumptions provide background information about 
The estimated growth of the national economy, levels of industrial activity, housing 
development, fiscal policy, rates of interest, etc. More importantly, they indicate the 
physical, marketing and financial parameters within which each C.D.P. must be 
formulated. 

16. Each C.D.P. is a voluminous document. For the Area Boards it sets out in 
detail year by year a series of operating and management objectives, including 
natural gas requirements on seasonal and annual terms, the expected load growth in 
The _ various marketing sectors, predicted sales of gas equipment and appliances, 
engineering and investment requirements for distribution, storage and customer 
service and manpower levels and deployment. Separate particulars are required 
for individual projects estimated to cost upwards of £100,000 on transmission 
and distribution schemes and £50,000 for other projects : the summarised C.D.P. 
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information on major projects is supported by detailed reports setting out the 
relevant economic and other considerations taken into account. 

17. The revenue budgets incorporated in these C.D.P.s are an essential feature of 
the whole process of formulating plans for capital development. They are comple- 
mentary to the detailed examination of single projects : they remove the limited 
horizons implicit in this detailed examination: and they provide a full test of the 
Board’s capacity to undertake its programme of capital investment. 

1 8. The Council’s own C.D.P. follows the same assumptions and broadly the same 
format as those for the Area Boards though two important differences should be 
mentioned : 

(a) The Council’s C.D.P. must have regard to the need for the total industry 
programme to be optimised, within given constraints. That is not however 
to say that the Council’s programme merely supplements Board demands 
to reach a prescribed total. A proper balance of sales is reached by an. 
iterative process based on a critical analysis of provisional Board programmes, 
in particular the validity of sales forecasts and the profitability of marginal 
sales. 

(b) Whereas the Council’s C.D.P. mainly comprises a small number of major 
projects, each capable of separate technical and economic evaluation, those 
of the Area Boards include a large and growing proportion of “ group ” 
projects covering a great number of small items of a homogeneous nature, 
e.g. conversion of appliances, meters and services. Thus on the basis of the 
1972 C.D.P.s it is estimated that 70 per cent, of all Area Board capital 
investment consisted of these grouped items. Apart from conversion, a large 
proportion of these grouped items is concerned with the renewal of existing 
assets. 


19. As explained later, the sanctioning and control of the group assets mentioned 
in (b) above calls for special treatment. A particular example is that of conversion 
of customers’ appliances to natural gas: the total cost of these conversions is 
estimated to be £590 million at outturn prices of which £247 million had been 
expended up to 31st March 1972. Although the conversion operation does not 
create Eangible assets for the industry (the appliances belong to the customers) the 
costs are being written off over a period of years as deferred charges in the Boards’ 
accounts and the sums involved are large enough to warrant special control and 
monitoring procedures. 


20. Projects for inclusion in the Boards’ C.D.P.S originate at all levels : there are 
small local schemes initiated by line management operating within closely defined 
limits and large area schemes sponsored by the headquarters staff and by full-time 
Board members. The proposals are scrutinised and co-ordinated by functional 
officers. The complexity and magnitude of the task of preparing the annual C.D.P. 
is such that most Boards have felt it useful to have special committees ot Board 
members and senior officers to ensure adequate scrutiny and the application ot 
sound and consistent criteria throughout. Major proposals need to have detaile 
supporting data, alternative schemes have to be considered and local conditions na\ e 
to be taken into account. When draft C.D.P.S have reached an advanced stage, 
co-ordination takes place at Board level entailing detailed consideration by u - 
members to ensure that all proposals are in line with Board and 

The Board’s ability to finance the proposed investment as evtdenred by the dratt 
revenue budgets over the whole C.D.P. period, comes in for especially cl 
at this stage and, as necessary, expenditure is pruned or re-phased. 

21. The task of preparing the C.D.P.s is spread over a period of several months 
Starting with the issue of the agreed objectives and assumptions in the Sp 2 
each year, it will be September before the programmes are completed and December 
before they have been finally agreed for assimilation in the industry s Corpora - 

(See Section D.). 
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22. Flexibility is an essential feature of these C.D.P.s. Each programme coven 
several years ahead and the forecasts for the later years are inevitably tentative. 
With the passage of time, however, these estimates become less provisional as the 
C.D.P. is re-written each year. Each programme falls to be considered on its own 
merits and in isolation from those that have preceded it, though explanations ate 
given for major variations. 

D. The Corporate Plan 

23. The thirteen separate C.D.P.s are ultimately assimilated in the industry’s 
Corporate Plan. Before the Plan is prepared, however, the contents of each pro- 
gramme are examined and discussed in depth by the Council office. 

24. Much of this discussion takes place in the course of the C.D.P. preparation 
and involves Board and Council specialists drawn from the engineering, marketing, 
finance and economic planning functions in an iterative process. Of particular 
importance in this context are the May /June meetings between Board and Council 
marketing executives at which each Board’s advance estimates of gas demand are 
discussed in detail : these meetings serve a dual purpose : once agreed, the demand 
estimates can be used by Boards as a firm base for the engineering, investment and 
revenue sections of their C.D.P.s; the agreed estimates also provide the starting 
point for the formulation of the Council’s C.D.P. 

25. In order to test the robustness of the investment plans and revenue budgets 
incorporated in the C.D.P.s, “ sensitivity analysis ” studies have been developed 
within the industry. They are designed to measure the consequences of deviations 
from the planning objectives and assumptions and cover external factors, e.g. 
•emperature fluctuations and changes in new house building rates, as well as varia- 
.ions in the industry's own performance in such fields as productivity and sales of 
ippliances. Each variable is separately analysed but in general deviations from the 
planning assumptions are more likely to affect financial performance (for better 
or for worse) than the total volume of sales. 

26. Before final acceptance of the completed programmes, meetings take place 
between full-time members and senior officers .of the Council and of each Board at 
which questions of principle or policy not resolved in the earlier discussions are 
considered and the financial viability of the planned investment is closely studied. 
By December in each year the stage will have been reached at which the contents 
of the agreed C.D.P.s can be absorbed in a single Corporate Plan for the whole 
industry. Thus, the 1972 Corporate Plan was completed in January 1972 and ms 
in three parts : Part I considers the Industry as a whole with special emphasis on 
the objectives and policies underlying the forward plans, Part II is a commentin' 
on the C.D.P.S of the Council and each of the Boards, and Part III is a statistical 
appendix. 

27. This global approach towards forward planning is dictated by the Council's 
purchase contracts and by the fact that natural gas involves an extractive process 
with finite limits. Firm marketing and investment proposals have to be related 
to the best current estimates of the size of the existing gas fields and the depletion 
rates specified in the purchase contracts : total recoverable gas reserves of 26 
trillion cubic feet (26 x 10 13 . ft 3 .) were assumed for the 1972 Corporate Plan based 
on known finds within the British sector of the North Sea. Nevertheless, forward 
plans based on current reserves have to take some account of the high probability 
that additional gas reserves will become available for utilisation in Great Britain. 
Robust solutions have thus to be achieved in order to make investment in 
engineering projects compatible with longer term requirements : this consideration 
is of particular importance in planning the location and size of marine terminals, 
main feeders and L.N.G. stores. In addition, therefore, to setting out the planning 
proposals involved iu the marketing of known gas reserves, the 1972 Corporate 
Plan also discussed in a tentative way the engineering and investment consequences 
of further gas acquisitions. 
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28. After approval by the Economic Planning Committee and the Gas Council, 
the Corporate Plan is submitted to the Department of Trade and Industry who 
discuss the Plan with full-time members and officers of the Council before using 
it as the basis for their own submission to the Treasury as part of the Annual 
Investment Review. Selected aspects of the industry’s Plan are considered at 
meetings attended by representatives of the Treasury, the Department and the 
Gas Council. Government approvals are issued to the required levels of invest- 
ment and borrowing in the two following years— firm for the first year but 
subject to maximum commitment levels in the second. Separate authorisations are 
issued to the Council and each Board, conversion expenditure being distinguished 
from that on fixed assets. As explained later, an amount is reserved for central 
allocation by the Council within the total industry approval. 

29. Appendix II summarises the industry’s capital requirements as foreseen in 
the 1972 Corporate Plan for the years 1972-73 to 1976-77 at constant prices, 
together with the estimated actual investment in the year 1971-72. 


E. Sanctioning of Individual Projects 

30. The following paragraphs explain the arrangements currently in force for 
the approval of individual projects. Once that stage has been reached, the subse- 
quent machinery for tendering and ordering is sufficiently common not to require 
separate discussion. Formal procedures are adopted by the Council and the 
Boards which differ only in the extent to which authority to commit expenditure 
is delegated in order to match differences in size and organisation. Thus, it is a 
standard requirement that competitive tenders are invited from contractors con- 
sidered competent to undertake the project; that secure and confidential systems 
are employed for the receipt and opening of tenders: and that special justification 
must be adduced before a contract is let to other than the lowest tenderer. 
Wherever practicable tenders are let on a fixed price or rate basis, a policy that 
is facilitated by the relatively short duration between letting and completion for 
many projects. 


Gas Council 

31. Capital investment by the Council is subjected to two stages of control, viz: 

(i) Budget provision in the C.D.P. 

(ii) Specific project approval and sanctioning of expenditure. 

32. The Council’s approval of the C.D.P. sets the total budget availability and 
defines the budget provision for individual projects within which project approval 
must be controlled. Specific project approval is delegated to the Special Expendi- 
ture Committee which ra nks as a Committee of the Council and is chaired by 
the Deputy Chairman with a membership comprising full-time members and 
senior officers. Its duties include the approval and control of all projects. Urgent 
projects costing up to £250,000 may be approved by the Chairman or Deputy 
Chairman of the Council: full-time members may also approve projects falling 
within their function up to £100,000. 

33. Every submission for project approval will be supported by _ cost estimates 
together with an operational and, where appropriate, an economic justification. 
A separate appraisal report for all projects estimated to cost over £100,000 is 
jointly prepared by the engineering and financial functions. This report examines 
the alternatives and appropriate investment criteria are used when assessing the 
economic justification for an individual project. Where an economic assessment 
cannot be made because other considerations are paramount, e.g. security, then 
the approving authority has to be satisfied that the project is based on reasonable 
and consistent standards. 
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34. Commitment of expenditure on approved projects can only be made vvithin 
the approved estimate. There are varying levels of authority for the commitment 
of expenditure. All contracts and orders of £250 000 or more must be authorised 
bv the Special Expenditure Committee: below that level specified members and 
chief Officers have varying limits up to which they may authorise expenditure. It 
is the duty of all delegates to ensure that the prescribed procedures have been 
complied with and to report their actions to the Special Expenditure Committee. 
In particular, a full explanation must be given where the lowest tender is not accepted 
or where only one tender is invited. 


35. Where either a project approval or expenditure commitment approval is likely 
to be exceeded by 10 per cent., or a specified amount varying with the type of 
expenditure, whichever is the lesser, revised approval must _ be obtained from the 
appropriate authority, who may in any event call for explanations of increases falling 
below these limits. Revised projeot approval requires the authorising body to ie. 
examine the whole case and to establish the reasons for the overspending. Similarly, 
additional commitment approval is given only when the authorising body is satisfied 
as to the reasons for the overspending and its effect on the total project. 


Area Boards 

36. Area Boards vary in their detailed procedures and in levels of approval 
authority, but the common requirement is that all projects must pass through two 
stages of approval before expenditure can be committed. The first stage is the inclusion 
in 'an approved budget. This is normally prepared as a stage in the compilation of 
the annual C.D.P. As with the Council, inclusion in an approved budget gives only 
approval in principle to a project, and expenditure cannot be incurred until individual 
project sanction has been given by the appropriate authority. 

37. Before commencing a project the sponsoring department must fully assess the 
cost of engineering aspects of the work in the light of current conditions. For major 
projects these assessments are set out in a report submitted to the sanctioning body. 
The detailed information required differs between Boards but includes a description 
and classification of the project, the estimated dates of commencement and comple- 
tion, the estimated cost of the project analysed appropriately, the incidence of 
expenditure, the provision for the project included in the approved budget or C.D.P, 
the return on capital, and recommendations and observations by appropriate 
functional and specialist officers. Where appropriate there will be a detailed engineer- 
ing report and cash flow statement showing the calculations of return on capital. 

38. All Boards delegate authority to sanction capital projects to some extent, but 
the levels of approval vary between Boards. Chief officers and line managers are 
normally given authority to approve small projects within their function. At the 
lowest level this may be expenditure up to a maximum of around £500 for certain 
departmental managers, ranging up to around £5,000 for a Director of Engineering, 
Additionally, the Chairman or Deputy Chairman can normally sanction projects of 
all categories within a delegated level which may be up to £25,000 in some Boards. 
Above this level there is usually a committee with authority to approve major projects 
or this function may be undertaken by the full Board. Approvals given undei 
delegated authority are reported to the senior level, typically in the form of a monthly 
report to the supervising committee or to the Board. 

39. Some types of expenditure are of a global nature (for example, services and 
purchases for stock) and cannot follow the normal procedure of individual project 
approval. In these cases an annual budget is approved against which functional 
officers approve expenditure within defined parameters and report periodically to the 
Board the expenditure incurred. For new housing estate mains the delegated authority 
is exercised within prescribed cost and economic criteria. Replacement policy for 
such assets as meters and motor vehicles is separately determined and regularly 
reviewed at Board level. 
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40. The above procedures are those applying to projects which have been approved 
in principle by inclusion in the approved C.D.P. An urgent project which has not 
been so included must be submitted to the Board or the appropriate sanctioning 
committee. Typically such a project application must be supported by an explanation 
for non-inclusion in the C.D.P. and must show how savings can be made elsewhere 
in the programme in order to finance the project within the budgetary approval level. 
For additional projects with an estimated cost of £250,000 or more the approval of 
the Council must be obtained before commitments can be entered into. 

41. Special procedures apply in determining the C.D.P. provision for the costs of 
converting customers’ appliances. Each year the Council provides guidelines on levels 
of conversion costs to be expected, taking account of appliance densities. Boards 
then prepare detailed estimates of costs in conjunction with the planned phasing of 
the conversion operation over the C.D.P. period. In its review of the conversion 
costs included in each C.D.P. the Council office examines individual elements of cost 
such as materials, surveys and preliminary work against national parameters; other 
items are compared with past forecasts and achievements. Boards’ conversion 
expenditure is approved by the Minister separately from capital investment after 
submission of the Corporate Plan to the Department. 


F. Criteria Employed 

42. Total capital investment is subject to the overriding requirement that the 
Council and the Boards should meet their statutory financial obligations and any 
objectives agreed with the Government. Subject to this basic discipline. Discounted 
Cash Flow (D.C.F.) is the technique used in appraising capital investment. In view 
of the varied nature of the investment a variety of approaches is adopted, using 
discounting techniques in different forms. Assessment of a direct return on new 
capital investment applies only to a minority of the expenditure. This is because most 
projects are essential links in an investment chain joining the North Sea wells with 
the final customer. For these projects the lowest cost solution compatible with security 
is sought from among the feasible alternatives and the Present Value (P.V.) method 
of assessment is the one most usually employed. Similarly, where replacement invest- 
ment is concerned and a number of alternatives are available, the choice is dependent 
on the rmkjng of projects in order of their net P.V.s. 

43. The minimum D.C.F. requirement for investment capable of direct measure- 
ment is the test discount rate, first laid down by the Government in the White Paper 
“ A Review of Economic and Financial Objectives ” (Cmnd. 3437) and currently set 
at 10 per cent. This rate is applied to all low risk investment but adjusted where 
experience indicates that allowance should be made for the sensitivity. of the project 
to changes in assumptions concerning, in particular, sales and expenditure forecasts. 
It should, however, be emphasised that the D.C.F. return on individual projects does 
not accrue evenly over time and will not be directly reflected in the annual financial 
results, hence the importance of having regard to cash flow projections and revenue 
budgets over each C.D.P. period. 

44. Future cost inflation poses some special problems in the field of investment 
appraisal. Each project needs to be considered on its merits in this context. In line, 
however, with accepted D.C.F. conventions the general practice in the gas industry 
is to allow for any relative changes foreseen in future costs, e.g. as between a labour- 
intensive scheme and one that is less so, but not to allow for general cost inflation 
on the reasoning that prices will eventually rise to meet the higher costs. It should, be 
added that this practice is not altogether consistent with enforced pricing constraints 
and delays which, if continued over the longer term, could lead to some distortion in 
the projected return on capital and, in extreme cases, to uneconomic investment 
decisions. 

45. The criteria employed in assessing expenditure can best be. exemplified by a 
description of the approaches used in making the investment decision for different 
types of project. 
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46. Investment in gas supply accounts for a large proportion of total capital 
expenditure (78 per cent, in the next 5 years) and, with the advent of natural gas 
most of the expenditure is in transmission, distribution, and storage projects. Invest! 
ment in gas supply can be considered under the following broad headings : 

(a) Bulk transmission 

47. This expenditure is of a strategic nature and includes that incurred by the 
Council on the national transmission system. The general requirements are deter- 
mined by the industry’s medium and long term plans. Investment in bulk transmission 
is kept under continuous examination so as to ensure the commercial viability of the 
industry : forward projections of gas markets and of their profitability are taken 
fully into account in reviewing and shaping the overall plans. 

48. Within these constraints, the object of project assessment is to select the lowest 
cost solution in meeting the plans and the choice between alternatives must take 
account of many complex factors: in particular, the timing, sizing and location oi 
compressors and the merits of interruptible loads v. L.N.G. storage. In addition the 
implications of maintaining security of supply must be considered. 

49. Several complex mathematical models are used and others are being developed 
to assist in this process. Long term models help to determine supply and demand 
matching strategy. Models covering up to 15 years demonstrate the medium/long 
term implications of alternative courses of investment. Short term network models 
are used to assess the physical effect on the system of a given investment proposal, 

50. It has to be remembered, however, that the problem is not simply that of 
minimising the system cost of meeting a prescribed demand. Now that a large part 
of the demand is on special contracts with large industrial customers, there is a 
capability to create and control demand, both in its form and in its location. There- 
fore a new dimension is added to the optimisation problem, particularly when plaas 
have to remain valid with or without large additional supplies. 

(b) Distribution to areas of consumption 

51. The approach is similar to (a) above in that, once a Board’s plans have been 
determined, the distribution system must be designed to meet the expected sales. 
The aim is once again to choose the least cost course, using a slightly shorter time 
scale. 

52. The physical requirements of the system are assessed by detailed network 
analysis models and an optimisation process using D.C.F. techniques is used to derive 
the lowest cost of meeting these requirements — considering again the need to 
maintain security of supply. 

(c) Customer connections 

53. The Area Boards have a statutory obligation to connect new customers within 
25 yards of their mains. All other expenditure on customer connections is assessed 
to determine the direct economic return. The two main types of assessment used for 
this purpose are: 

(i)ATew housing estates. A maximum permitted outlay (M.P.O.) per house is 
determined for the guidance of line management. This M.P.O. takes account 
of the direct expenditure involved and of expected load growth, using D.C.F. 
calculations based on the test discount rate adjusted for the risk of not 
achieving the forecast. Allowance is made in the costs for a contribution to 
the longer term indirect costs of developing the system — again calculated 
using D.C.F. techniques. 

(ii) Special contract loads. The approach fixes a minimum economic return, 
calculated by D.C.F. within -the contract period and selection between com- 
peting loads is carried out by comparison of the marginal contribution pet 
therm made to overheads and general system costs. 


Printed image digitised by the University of Southampton Library Digitisation Unit 


117 


NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


31 January, 1973.] 


[Continued. 


54. Two further main considerations concern investment in gas supply : 

(i) Security considerations . In appraising the required capacity of the main 
supply system, account is taken of the uncertainties inherent in planning for 
several years ahead. Gas demand, particularly domestic demand, is affected 
by weather conditions : the system must be capable of meeting the demands 
ev .f. n “J unusually severe winter; also equipment failures or malfunctioning 
will affect pipelines compressors, etc. from time to time and the system must 
normally be capable of withstanding these incidents. Security of supply is 
therefore an important factor to be brought into the analysis of new 
investments. 


Although an investment, may on. occasion be justified purely on its security 
value, the more usual situation is that security considerations influence the 
sizing, phasing or location of a project rather than its requirement as such. 
For example, an L.N.G. store required for peak-shaving duty will be sited 
so as to be of maximum security value; or a pipeline may be increased in 
size or built a year early because of its value in the event of an equipment 
failure. Careful studies, often using advanced operational research methods, 
are made to evaluate the security benefits in these cases. Management judg- 
ment has to be associated with these studies, since the cost of an infinitely 
secure system is infinity. 

(i \) Maintenance of existing system. Statutory obligations require maintenance 
of supply and safety standards— ultimately by renewal of the asset when it is 
no longer economic to continue routine repairs and maintenance. A sub- 
stantial part of the Area Boards’ capital expenditure arises from such renewals. 
The economics of renewing supplies of gas in outlying and isolated places 
often require special consideration. With other renewals the scope for decision 
is usually restricted to questions of timing, and size and type of the replace- 
ment. For grouped items, e.g. meters and services, maintenance and replace- 
ment programmes are formulated at Board level, subject to periodic review. 
Discounting techniques are used whenever appropriate. 

55. Much of the remaining capital expenditure is concerned with customer service 
and administration. Investment in showrooms is regularly reviewed, both as regards 
the opening of new premises and the closure of existing showrooms, and account is 
taken of ancillary services such as the collection of customers’ accounts and the 
availability of alternative facilities : other things being equal, however, an economic 
return is sought on showrooms investment. Stores, depots and offices are essential 
back-up operations to customer service but any new project is expected to show an 
economic return assessed in relation to cost-reduction, special regard being had to 
location and to the scope for further rationalisation. Investment in computers has 
two aspects in which a direct economic return on expenditure may not be appropriate : 
the first of these is the renewal element which is now often a feature of computer 
installations, and the second is equipment for pilot or test schemes in new areas of 
computerisation; with these exceptions investment in computers is required to show 
a direct economic return on the expenditure involved. 


Appraisal of conversion expenditure 

56. Following the discovery of large quantities of natural gas the Council examined 
the overall economic implications of conversion. Taking account of the savings on 
building new and replacement reformers, the cost of converting natural gas to town 
gas at less than 100 per cent, efficiency, and the potential savings due to the increased 
distribution and storage capacity, the net present value saving accruing, from con- 
version was estimated at £1,400 million, as explained to the Select Committee on the 
Exploitation of North Sea Gas in 1968. This saving was sufficient to justify converting 
all appliances to natural gas. Taking account of the size and complexity of the 
conversion operation and of the experience of natural gas industries in other countries, 
the industry adopted a medium-fast conversion period, varying from Board to Board, 
of up to 10 years. 
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57. In consultation with the Council, each Area Board determined its method and 
route of conversion taking account of costs and savings on plant closures, pipeline 
capacity and potential industrial sales. Boards considered various rates of conversion 
and conversion routes, to minimise the overall costs. In general, however, the net 
P.V. cost of conversion was found to be relatively insensitive to conversion rate over 
a fairly wide range, leaving the rate adopted to be decided on unquantifiable costs 
and benefits, e.g. labour and customer relations. The range of economic rates o£ 
conversion has allowed flexibility in adjusting the conversion operation to local 
circumstances and computer-based models are employed in determining detailed 
conversion rates and routes. The phasing of district conversions rests on manv 
factors, e.g. adequacy of town gas supplies and the conversion of seaside towns ia 
the close season. 

58. Appraisals have been and are being undertaken on various detailed aspects of 
conversion, such as on conversion set costs and value analysis, call-backs, stock 
control, surveys and sell-out. 


G. Monttorino and Control 

59. The overall monitoring and control of the industry’s expenditure on investment 
in fixed assets is the responsibility of the Council itself and of its Economic Planning 
Committee acting on the basis of progress reports prepared by the Economic Planning 
Division. Associated with this work is the monitoring of gas and appliance sales and 
prospects by the Marketing Division, so as to ensure the continuing validity of 
investment projects. 

60. Once the overall industry total has been agreed and Ministerial approvals have 
been given to the Council and Area Boards, reports are made monthly to the Council 
These reports compare the individual Council and Boards approvals with the estimated 
annual out-turn for the current and subsequent year. Explanations for differences are 
obtained and reported and the actual expenditure to date is also given. The Economic 
Planning Committee quarterly reviews in greater detail the current annual estimated 
out-turn, and receives explanations for variations from the approved levels As 
necessary, the Department of Trade and Industry is advised of significant variations 
against the approval limits. A summarised version of the quarterly review is sub- 
mitted to the Department and serves as a basis for discussion between the Member 
tor Economic Planning and officials of the Department. 

61. Within the approved industry total investment limit in a given year, an amount 
currently £15 million) is reserved for central allocation by the Council on the recom- 
mendation of the Member for Economic Planning. This provision allows some much 
needed flexibility in re-allocating funds within the industry in the light of maturing 


ar 62 ; T |l e , m ° n l t ° rm g, and control procedures described in the following paragraphs 
nrnip£ plle rf at mt ® rval . s w J>le work is in progress and up to the time when final 
M are established: the latter date may be some time after physical comple- 
determWrf wt the v alue of measured work or the cost of reinstatement to be 
Jl 8 6 variations from the approved estimates are reported and 
investigated whenever they arise at these intermediate and final cost control stages. 
As a separate exercise, however, the Council and the Boards carry out subsequent 
P ost ' audlt investigations in order to establish that the expected 
have in w ♦ £ . r< ?P reven ,“e ea ™“gs, cost-reduction or improved operations- 
“ f ct materialised from the completed project. These exercises arrespecialiy 
nn ^ ^wiS^f W in Ui itomer connections: thus an Area Board will typically check back 
10 > 0f - “T h0USIng estates < with fuU coverage of large estates 

f connections) some twelve months or so after completion, with 
ch ® ck at a later s . ta S e where development is incremental. The exercises are 
mSSJrpo S ° J? Uch as “quests— though occasionally they may lead to remedial 
S I h c fW SC0J ?\ f 5 r l0 j d develo P me nt has not been fully exploited-but 
rather to ensure that updated and robust assumptions about costs, load growth and 
income are adopted when considering future schemes. 
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Gas Council 


63 Expenditure on individual Council projects is monitored by the Finance Direc- 
torate and reported monthly to the Special Expenditure Committee. When individual 
projects are approved the total sum is. analysed over selected cost centres. It is 
against these cost centres that the operational departments submit monthly estimates 
of individual projects phased over the years of construction when appropriate 
Explanations of differences between the current and previous months’ returns are 
given. 

64. At quarterly intervals the current and subsequent year’s estimates are reviewed 
The review, made jointly by the Production and Supply Division and the Finance 
Directorate, encompasses not only the accuracy of the estimates in total but also the 
PS” expenditure and the justification for new projects not included in the 
C.D.P. The results of this review are submitted to the Special Expenditure Committee 
and incorporated in the aggregate industry report presented to the Council. 


65. The maintenance of commitment records enables operational departments to 
be advised of any likely overspendings and consequent necessity to obtain revised 
approval. Six months after the physical completion of a project a report, prepared 
by the engineering and financial functions, is submitted to the Special Expenditure 
Committee comparing actual financial and physical achievement with the forecasts 
made at the time of approval. 


Area Boards 

66. The detailed procedures for controlling capital expenditure after approval vary 
between Boards but they have in common the progressive reporting to the Board the 
actual expenditure on projects compared with approved amounts. In most Boards a 
tolerance is given on the sum approved for a project and, as soon as it becomes 
apparent that the project cost will exceed the approval plus tolerance, which is 
normally 10 per cent., additional authorisation must be sought. 

67. Reports are also provided to the appropriate body at the Board showing the 
progress of expenditure against the capital budget for the current year. The amount 
of information varies between Boards for internal control purposes but Boards are 
also required to make a standard return to the Council on the 20th of each month. 
This covers the current and next financial years and shows the actual expenditure 
to the end of the previous month, and the Board’s latest estimate for each year 
compared with the approvals. Estimates are analysed over the headings included in 
the C.D.P. Reasons for variations are also reported. Any actual or potential over- 
spending against the approved total, and any change exceeding £250,000 within the 
approved total, must be separately notified to the Member for Economic Planning 
who may, with the Council’s approval, make an allocation out of the central pool. 
Any such allocations must be notified to the Department of Trade and Industry. 

68. In addition to the above procedures, Boards include as a part of their annual 
revenue budgets for approval by the Council, a funds flow statement showing the 
estimated quarterly phasing of capital requirements and internal and external sources 
of finance for the year ahead. This is used as the basis of the quarterly capital finance 
reports to the Treasury and the quarterly progress report to the Department of 
Trade and Industry, showing actual expenditure for the quarter compared with the 
budget. 

Conversion control 

69. In 1968 a detailed national cost code was agreed in order to facilitate com- 
parison and control of conversion expenditure. Conversion costs are reported at 
weekly, monthly, quarterly and annual intervals. In most Boards, Conversion Man- 
agers are provided with weekly reports on the two major cost components — manpower 
productivity and materials usage. 

70. Annual cost targets are produced in the same form as the national cost code 
and are broken down into quarterly and monthly figures. Monthly budgets of 
estimated expenditure, unit costs, numbers to be converted, etc., are prepared 6y each 
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Board, against which actual achievements are compared and differences. investigated 
National reports on the monthly results are prepared for Finance Directors -with 
quarterly results for both Finance Directors and Conversion Managers, and are used 
by Boards for investigating their own cost levels. .At the end of each year the 
performance for the year is reviewed against the original plans and the authorised 
levels. 


H. Conclusion 

71. Investment in the gas industry is dominated by the terms of the Council’s 
purchase contracts and by the location of the markets into which natural gas can be 
sold at economic prices. Profitable growth is the main determinant of the volume 
and timing of capital expenditure. 

72. Within these parameters, the Council’s transmission system and the multi- 
plicity of smaller projects for which the Area Boards are responsible have to be seen 
as essential links in an investment chain joining the natural gas wells with the final 
customers. Much of this investment, therefore, cannot be separately evaluated in 
terms of absolute profitability with an indicated rate of. return on capital. Instead 
the engineering and economic emphasis is placed on finding the lowest cost solutions 
compatible with reasonable standards of security for these inter-related projects. 
Modern discounting techniques and cash flow projections are employed as standard 
practice in making a choice between feasible alternatives. 

73. A feature of the industry’s procedures is the two-stage level of authorisation 
of projects: firstly, by inclusion in the approved C.D.P. or in a capital budget 
derived from the C.D.P.; and secondly, by specific authorisation of individual pro- 
jects immediately before expenditure is committed. Inclusion at the first stage consti- 
tutes approval in principle only: the comprehensive nature of the C.D.P.s enables 
each proposal to be examined in the wider context of total investment and of 
aggregate financial viability. 

74. Approval of individual projects at the second stage is the more searching of 
the two disciplines. It takes place at the latest possible moment before commitments 
have to be entered into. All earlier estimates are updated, technical and economic 
appraisals are made, feasible alternatives are examined .and competitive tenders are 
sought. A particular requirement is that robust solutions must be found taking 
account of the latest expectations about future gas availability and demand. Close 
liaison between the Council and the Area Boards is maintained throughout. 

75. Under the Gas Bill now before Parliament the British Gas Corporation is to 
assume the present functions of the Council and the Area Boards. It is not known 
what investment procedures the proposed Corporation will wish to adopt but the 
arrangements described in this memorandum — which have been evolved and agreed 
by voluntary co-operation between the Council and the Boards, with the encourage- 
ment and support of the Department of Trade and Industry — could readily be 
adapted to meet the Corporation’s requirements. 

16th May, 1972. 
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appendix n 

ESTIMATED GAS INDUSTRY CAPITAL EXPENDITURE 

1971/72 to 1976/77 


t 

Estimated 

Actual 


Estimatec 

1 at September 1971 prices 



1971-72 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

Total 

1972-73- 








1976-77 


£m 

£m 

£m 

£m 

£m 

£m 

£m 

CAPITAL INVESTMENT 




1. Gas manufacture 

10 

10 

0-9 

1-0 

0-7 

0-5 

4*1 

2. Transmission and 








distribution: 








(a) Mains 

66-0 

51-5 

63 0 

59-3 

50-9 

46-1 

270-8 

(b) Services 

17-5 

19-0 

16-6 

20-3 

19-5 

19-6 


(c) Plant & machinery 

23-1 

24-2 

24-1 

16-7 

10-2 

5-3 

80*5 

( d ) Other, including 




terminals 

6*8 

7-2 

5-3 

5-6 

4-5 

4-6 

27-2 

3. Storage 

7-9 

10-4 

12-8 

21-2 

18-0 

13-4 

75-8 

4. Customer Service, 

i 







including meters 

18-2 

19-1 

14-3 

15-9 

12-7 

1M 

73*1 

5. Other, including 








research 

13-6 

18-6 

19-0 

20-0 

15-3 

11-6 

84-5 

6. Total allocated 








capital investment 

154-1 

151-0 

156-0 

160-0 

131*8 

112-2 

711-0 

of which— 








(a) Gas Council 

38-9 

45-1 

56-6 

43-0 

29-1 

17-7 

191-0 

(b) Area Boards 

115-2 

105-9 

99-4 

117-0 

102-7 

94-5 

520-0 


154-1 

151-0 

156-0 

160-0 

131-8 

112-2 

711-0 

7. Central Pool 

— 

15-0 

15-0 

- 

- 

- 

30-0 

8. Total Industry 

154-1 

166-0 

171-0 

1600 

131-8 

112-2 

741-0 









DEFERRED CHARGES- 
Conversion to natural gas 

87-6 

87-8 

86-7 

66-9 

36-1 

j 13-0 

290*5 


No account has been taken of the acceleration of investment agreed with the 
Department of Trade and Industry in order to create additional employment. 
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CAPITAL INVESTMENT IN THE GAS INDUSTRY 

Supplementary Memorandum submitted by the British Gas Corporation on 
procedures followed in coming to decisions on Major Capital Investments, 

In May 1972 the Gas Council submitted a memorandum to the Select Committee 
describing the investment procedures followed by the Council and the twelve Area 
Gas Boards. Paragraph 75 referred to changes m the industry s statutory structure 
contemplated by the Gas Bill then before Parliament. The Bill received Royal Assent 
on 9th August, 1972. 

Under the provisions of the Gas Act 1972 the Gas Council became the British Gas 
Corporation on 1st January, 1973 and the twelve Area Boards were merged into it 
However, the Corporation has already declared that its policy will be that of main- 
taining strong regional organisations with full responsibility for day-to-day operations 
and customer service. Regional Chairmen and Deputy Chairmen have been appointed 
to head the new Regions covering the territories previously administered by the 
Area Boards. It is the Corporation’s intention to delegate to Regions the maximum 
authority consistent with its own central responsibility for financial performance and 
the determination of general policy. 

Little change is foreseen in the investment procedures described in the main 
memorandum. As explained in Section B of that memorandum, the advent of North 
Sea gas had already created an operational situation in which a total industry 
approach to the planning of investment and marketing strategy was imperative. 

Section E of the main memorandum explained the procedures followed by the 
Area Boards in coming to decisions on major capital investments. Previously the 
Area Board itself normally acted as the sanctioning authority for the larger schemes. 
Under the new regime, regional projects costing upwards of £100,000 (operational 
schemes) or £50,000 (non-operational) require the approval of the Corporation’s 
Special Expenditure Committee, which reports directly to the Corporation. Subject to 
certain limitations, including prior inclusion in the approved capital programme, 
Regional Chairmen have authority to approve individual projects costing less than 
the amounts specified above. Pending a more detailed review of earlier practices, the 
new arrangements are flexible enough to allow Regional Chairmen to delegate to 
their senior executives authority to approve smaller schemes falling within their 
function. 

No other major alterations in investment procedures are contemplated for the 
immediate future. There will, of course, be detailed amendments to the regional 
administrative arrangements covering the appraisal, sanctioning and control of capital 
investment in order to achieve unified systems throughout the industry. But these 
will not materially change the general procedures described in the main memorandum. 

1 6th January, 1973. 


Examination of Witnesses. 

Mr. A. F. Hetherington, D.S.C., Chairman, Mr. D. E. Rooke, C.B.E., Deputy 
Chairman, Mr. C. E. Mills, Member for Economic Planning, and Mr. J. H. 
Smith, Member for Finance, British Gas Corporation, called in and examined. 


Chairman. 

370. Mr. Hetherington and Gentlemen, 
may I welcome you on behalf of the sub- 
committee. I understand that you would 
like to make a brief general statement 
about how you see things. Perhaps we 
might start with that? (Mr. Hethering- 


ton.) I should first point out that the 
paper which we have submitted to you 
was written last May, which is rather a 
long while ago now. Since then the 
British Gas Corporation has been formed. 
At midnight tonight it will be one month 
old; it started on 1st January. I have put 
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in a short supplementary note which ex- 
plains the main changes that have been 
made since 1st January. What I should 
like to emphasise at the beginning is the 
quite remarkable 'transformation in the 
gas industry’s operations over the past 
decade. First there was the change from 
a coal-based technology to an oil-based 
technology. This started in the early 
1960s. When the changeover was in mid- 
stream there came North Sea gas, and in 
very quick time we had to plan and 
commission a national grid covering the 
whole country with all the associated 
expenditure on marine terminals, com- 
pressors, liquid natural gas stores, and 
so on. At the same time we have had to 
expand our markets to deal with the 
enormous new opportunities which are 
opening to us. In the last five years we 
have more than doubled our sales of 
gas. Sixty per cent, of our customers are 
now taking direct supplies of natural gas, 
and the total thermal output is, as to 
rather over 90 per cent., based on 
natural gas because we are using natural 
gas as a feed stock in our own works as 
well as for direct supply. One of the 
consequences of these very rapid 
developments was a rather early recog- 
nition in the gas industry -of the import- 
ance of corporate planning — and corpo- 
rate planning across the whole industry, 
not just the 12 boards and the Gas 
Council as it then was. Corporate plan- 
ning is highly desirable in any large 
organisation, but with us I would say it 
is imperative. The natural gas reserves 
are large but they are finite, and invest- 
ment and marketing strategies had to be 
determined centrally for the whole 
country. They had to be balanced if we 
were going to achieve a satisfactory 
economic development, both in the 
short and in the long-term. The corpo- 
rate plan which we submit to the 
Minister for Industry annually is based 
on a rolling five-year period, but we do 
carry out longer term projections our- 
selves up to 25 years, perhaps at this 
moment with particular emphasis on the 
period 5 to 10 years ahead, which are 
an extension of the plan we submit to 
the minister. The object of this longer 
look is to try and make sure that our 
policies are robust and able to deal with 
the changes which may occur. We say 
in our written evidence that investment 
in the gas industry is dominated by the 


terms on which we purchase natural gas. 
That is certainly right. It is also affected 
by the location of the markets into which 
natural gas can be economically sold. 
Put very simply indeed, our investment 
task is that of joining supply and 
demand. We have to plan and commis- 
sion a few very large projects, such as 
marine terminals, the feeder mains and 
an enormous multiplicity of small ones, 
all of which are absolutely essential in 
joining our 13 million customers to the 
North Sea wells. I think that the wood 
and trees analogy is appropriate here. 
You cannot properly assess the merits 
of individual pieces of investment except 
against a general framework established 
by corporate planning. The point I wish 
to emphasise very strongly is that in this 
period of rapid and, I think some would 
say, violent change, the importance of 
not losing sight of the wood for the trees 
is paramount. It is vital that the decision 
should fit into a carefully considered 
and consistent framework — hence tb 
importance we attach to corporate plan 
ning. The object is to bring all thes 
strands of our business into one satis- 
factory whole. In short, one could not 
possibly buy these various gas fields, 
with the resultant changes in the supply 
and marketing positions, without a cor- 
porate plan dealing with the overall 
solutions. 

371. Thank you, Mr. Hetherington. 
You referred in your remarks to the fact 
that during the last five years your sales 
had more than doubled. Would that be 

by volume or in money terms? By 

therms — by the actual heat output. 

372. Secondly, you referred to supply- 

ing your 13 million customers from the 
North Sea wells. How many of your 
customers are already being supplied by 
the North Sea wells? About 7 mil- 

lion; it is 60 per cent. In fact, I think 
the number is rather over 7 million. 

Mr. Golding. 

373. I am interested in the safety 
aspects of gas transmission. Could you 
tell us how much of the existing trans- 
mission network was provided for the 
transmission of a wet gas as opposed 
to natural gas, which is a dry gas. 
Secondly, what provision is there for the 
replacement of the present distribution 
system, which I think is unsatisfactory 
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from the safety point of view, over the 
next five years? As far as the trans- 

mission of gas is concerned, I think I 
would be right in saying that it is com- 
pletely designed and laid for dry gas, 
and it is all comparatively new, high 
pressure steel welded. I cannot, offhand, 
think of any exception to that. I would 
say it is 100 per cent, designed for and 
is really only worked on dry gas. 

374. 'What about distribution to the 

individual consumers? Distribution is 

another matter. That, broadly, was dis- 
tributing a wet gas until about 1960. As 
soon as we went over to oil we were 
dealing with a dry gas, so the great bulk 
of the system has thoroughly dried out. 
But where it was coal gas, that was, of 
course, wet. 

375. What about the percentage of gas 

explosions? The percentage in terms 

of miles? 

376. Yes? 1 am afraid I have not 

got that figure in my mind. (Mr. Rooke.) 
I am sorry; I am not sure which per- 
centage you are after. 

377. There is a problem of gas explo- 
sions because of the leakage of natural 
gas from joints in the system, and this is 
because the system was designed to carry 
a wet gas. What percentage of the system 
at present is designed to carry natural gas 

rather than the old wet gas? (Mr. 

Hetherington .) You mean designed to 
carry natural gas exclusively? 

378. Yes, because the two gases have 

different properties? (Mr. Rooke.) I 

cannot tell you the exact percentage at 
the distribution level, but it will be rela- 
tively low — less than 10 per cent. 

379. What financial provision is being 
made, then, to make the present system, 

which I believe to be unsafe, safe? 

We are spending a considerable sum of 
money on various different techniques. 

Chairman. 

380. Can you tell us how much, in 
round terms, has been spent overall in 

the past year? In the past year about 

£20m. 

Mr. Golding. 

381. And is that expected to continue 

year by year? Oh, yes. This is part 

of the programme which has been stepped 
up over the last few years. There is no 
doubt that we have stepped it up. 


382. At what date can we expect a 
system which will be 90 per cent, designed 

for the distribution of natural gas?- 

You are not changing the design of the 
system; you are treating the joints in a 
different way. We are not basically 
changing the design by this process. 

383. Then when will all the joints have 

been made safe? Let me say now that 

I do not accept that they are unsafe. It 
has to be recognised that as long as there 
has been a gas industry there has been 
some leakage. It is true that when dry 
gas came along we met a different prob 
lem in certain areas, but it was not an 
unique problem; we had had it before. 
If one looks at the statistics, certainly 
there are explosions, and if one takes 
from distribution mains, there are a 
number of explosions and a number of 
people are killed. And this we regret 
This as a problem is small in scale com- 
pared with the problem we used to have 
before on leakage in the case of toxic 
gas. We have, in fact, reduced the danger 
problem very considerably already. (Mr. 
Hetherington .) I am sure you know the 
statistics that are published on this, and 
they show a dramatic fall. 

384. To put the record right, it is true 
that it is difficult to commit suicide using 
natural gas and deaths have, therefore, 

fallen? (Mr. Rooke.) We are talking 

about accidental deaths. 

385. But the number of accidents 
through explosions is still significant, and 
the reason given is that this is because 
the system being used for the distribution 
of natural gas is one that was designed 
for the carriage of the old wet towa gas. 
In the debates in the House the argument 
of expense was used, and of course one 
has got to take this into account? — 
(Mr. Hetherington.) I do not think it is 
only expense. If, for example, you tried 
to re-lay the gas distribution system in 
London, you would close the city down. 
It would be the most formidable under- 
taking. However, I must say, as my 
Deputy has, that I do not accept that 
the system is dangerous. 

Chairman. 

386. Can you tell us, in round terms, 
how the actual number of deaths by ex- 
plosion caused by gas in 1972 compares 

with the deaths in 1962? (Mr. Rooke.) 

I have not the statistics with me, but I 
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would have said myself there is very 
little difference in the number of deaths 
by explosion. They are running at about 
the same level. I would like to check that 
figure, however, and submit a proper 
answer to you.* 

387. You say they are not significantly 

different? No. The big difference lies 

in the number of deaths having come 
down very significantly because of the 
lack of a poisoning aspect now. 

388. So the suicidal and accidental 

toxic deaths have been reduced? (Mr. 

Hetherington.) We separate suicidal from 
accidental. (Mr. Rooke.) Regrettably, in 
past times a significant number of people 
were killed quite involuntarily by poison- 
ing. (Mr. Hetherington.) And coroners 
sometimes were rather kindly in their 
verdicts and called it accidental death 
when it might have had a suicidal origin. 

Mr. Golding. 

389. I appreciate that within homes 
the number of explosions will be few, but 
what I am concerned about are the ex- 
plosions — say, in 1972 and 1962 — which 

occurred because of a leakage? (Mr. 

Rooke.) From a leakage on the distribu- 
tion system? 

390. Because of a leakage outside the 

home? That is such a detailed statistic 

that I do not carry it in my head. We 
will get the figures for the early 1960s and 
the early 1970s and submit them to you. 
(Mr. Hetherington.) Perhaps I should 
remind you that Professor Morton inves- 
tigated all this on instructions from the 
then minister, and you will all, I expect, 
have seen his report. 

391. I have, and that is why I am con- 
cerned. It is because of what he says in 
his report about the state of the industry 
that I am putting these questions to you? 

1 am sorry; we came here more 

briefed on financial matters, I. am afraid. 

Mr. Stoddart. 

392. But statistics relating to death 
simply will not be good enough. The 
statistics we mean need to be rather more 
broadly based than that. We want the 
number of explosions, certainly, and also 
the extent of damage to property. We 
need all these figures to enable us to 
evaluate what we consider to be a serious 

* Appendix 7. 


situation? We will certainly supply 

what we can, but people’s ideas of an 
explosion vary. A “ pop ” on lighting a 
burner is an explosion to some people; 
to others, a house has got to be wrecked 
before it counts as an explosion. How- 
ever, we do keep statistics which we will 
certainly let you have.* 

Chairman .] We would like all the sta- 
tistics you can conveniently give us, Mr. 
Hetherington. 

Sir Donald Kaberry. 

393. Since we are considering capital 
expenditure, I am wondering whether 
you were planning to cover the incidence 
of explosions. Is the incidence of explo- 
sions more serious now than it was five 
years ago? If it be so, are you planning 
greater expenditure? If it be not, are 

you saving on it? No. I have one 

figure in front of me. Our research and 
development on safety generally amounts 
to about £l|m. a year. That is research 
and development on all aspects of safety, 
not just explosions. 

Chairman. 

394. Could you repeat what that 

covers? (Mr. Rooke.) Part of the 

£20m. is capital expenditure, because it 
is mains renewal. Part of the rest of it 
is operational expenditure, in that we do 
treat other mains which are there. We do 
not dig them up, but we do treat them 
to make them more leak-proof. Also we 
spend money on carrying out surveys of 
districts to determine those areas where 
the leakage problem is growing. We try 
to watch this and we try to monitor the 
system. Without having the breakdown 
in front of me, I would say roughly 
half of the sum of money we were 
talking about goes on renewals and 
about half of it will be spent on opera- 
tional forms of expenditure: treating the 
gas, and that sort of thing. (Mr. 
Hetherington.) I should also make it 
quite clear that we are concerned with 
some of the smaller sizes of mains — 
this has got nothing to do with natural 
gas, but because mechanically they are 
not strong — and some of the very much 
heavier traffic which has developed in 
certain areas, which has made us look 
at the whole distribution system with 
particular care. 

* Appendix 7. 
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Sir Donald Kaberry. 

395. Is this figure of £l}m. to be 

stepped up as the years go on? No, I 

would not think so. It depends a bit on 
how you define R. & D. as applied to 
safety. There is an element of choice in 
this, but I should have thought this was 
a high level of expenditure. 

396. You mention research. How 
much of that figure of £lim. is research, 

and what is the research? It is much 

more development. We do very little 
research in an academic sense. High- 
level development would be a more 
accurate description. 

Mr. Stoddart. 

397. In the light of experience and 
the amount of capital expended, is the 
Gas Corporation quite happy that the 
right decision was taken regarding the 
distribution of natural gas? Are they 
quite satisfied that they should carry on 
with their programme of supplying it to 
ordinary consumers rather than to bulk 

consumers? Yes, indeed. I do not 

quite know what criterion of satisfaction 
you are using. Certainly there has been 
an enormous saving. I have the figures 
here. We estimated originally that there 
would he a £1 ,400m. saving by direct 
supplies as distinct from using it as a 
feedstock, but because various cost 
factors have changed the absolute saving 
is certainly higher than that — say, 
£2,000m. 

398. There is a saving of £2, 000m. to 

consumers? It must be to consumers, 

must it not? 

Chairman.] Not necessarily. 

Mr. Stoddart. 

399. You mean they would be paying 
£2, 000m. more in prices had you not 

gone over to direct supply?. Yes, at 

the present value, and that, of course, is 
what affects the customer. 

Chairman. 

400. May we turn now to some ques- 
tions based upon the two memoranda 
which you very kindly provided for the 
committee. First, have the industry’s 
investment planning procedures changed 
substantially since they were described 
to the select committee during their 
inquiry into ministerial control of the 


nationalised industries? Secondly, have 
they been affected by the growing 
importance of the industry, notably the 

growing importance of natural gas? . 

Yes, and, of course, they have been 
affected by our change in organisation. 
The financial responsibility is now com- 
pletely in the corporation and is not 
split amongst 12 area boards. Yes, we 
have refined them. We have carried the 
process a great deal further, and in par- 
ticular I would say that we have 
interested ourselves in the robustness of 
the conclusions. We have tried much 
more to determine whether the assess- 
ments are sensitive to any particular 
changes and not just to assume that 
nothing will be changed during the 
course of investment. I would have said 
it is more a matter of refining. The 
corporate plan as we know it now really 
came into existence two years ago when 
we started to submit to the then 
Ministry of Technology or the Depart- 
ment of Trade and Industry — I forget 
now which — a corporate plan for the 
whole industry. I do not know if any of 
my colleagues would like to add any- 
thing on the change in techniques. (Mr. 
Smith.) We have developed a mim- 
of sensitivity analysis studies over the 
last few years to try to show what would 
happen in certain particular circum- 
stances, such as changes in gas 
sales, changes in the levels of tem- 
perature, changes in the industrial 
load and the commercial load, changes 
in the number of employees, so that we 
could quickly see the effects of any par- 
ticular decision that was made. (Mr, 
Hetherington.) I think I could sum it up 
if I said it is greater expertise rather than 
a fundamental change. 

401. Does the industry engage in very 
long term foreoasts? What sort of time 
horizon do they consider it meaningful 
to forecast and plan for? What influence 
do government departments have on 

their planning and forecasting? We 

do indulge in longer term forecasting— up 
to 25 years, but that is admittedly very 
sketchy economic forecasting. Up to 10 
years it is in some detail, but we do not 
do that every year. Every year we go 
over the rolling programme for five years 
and at intervals we look further ahead. 
As it happens, we are at this moment 
particularly interested in about six ot 


Printed image digitised by the University of Southampton Library Digitisation Unit 


NATIONALISED INDUSTRIES (SUB- COMMITTEE B) 


127 


31 January, 1973.] Mr. A. F. Hetherington, D.S.C., [ Continued . 

Mr. D. E. Rooke, C.B.E., Mr. C. E. Mills and 
Mr. J. H. Smith. 


seven years ahead, so it is getting a good 
deal of attention: 

402. To what extent are you influenced 

by governments leaning on you? Of 

very great influence was the fuel policy 
white paper of 1967. Part of the com- 
pilation of the white paper was the 
determination of the rate of depletion of 
the fields — hence the plateau rate to which 
we were moving. Once that had been 
accepted and once the buying contracts 
had been signed, that set the parameters 
for a very great deal of our capital expen- 
diture. That was immensely important to 
the whole industry, and it was an inter- 
action between government and the in- 
dustry very closely over quite a long 
period of time. 

403. Allowing .that five years and more 
have elapsed since the 1967 fuel policy 
statement, have you found that your 
experience of the developments and 
growth of the industry has roughly 
accorded or has been wildly out of accord 
with the predictions made in that paper? 

It has been quite astonishingly close. 

As regards gas, very little indeed has 
changed. It is almost too good to be true. 
We have practically run down the pre- 
dicted path. 

Sir Donald Kaberry. 

404. Regarding the close forecast on 
which you flatter yourselves, is the final 

result above or below the forecast? 

It is tending to run above, but the sup- 
plies of natural gas fields, or the reserves 
discovered, are tending to run below now 
and sales are tending to run above. The 
thing which in our own work we got 
completely wrong was that we had not 
foreseen the enormous escalation in 
energy prices which occurred just about 
the moment we signed the contract. This 
put us into a more favourable position 
that we had envisaged. 

Mr. Crouch. 

405. Does the gas industry not have 
any problems on its capital programme 
such as the oil industry faces with North 
Sea oil? Do you not have similar prob- 
lems of not being quite sure of the over- 
all capital cost of North Sea gas? The oil 

industry is very, very concerned? 

Yes, indeed. You cannot really forecast 
your development expenditure far ahead 
because until you have made the dis- 


covery you do not know whether you 
will want development capital, and 
development capital is the big money; 
exploration is comparatively cheap. The 
ministry have been very understanding 
with us on this. We are very substantial 
partners in a number of operations, but 
in no case at the moment are we the sole 
partner. We are not the operator at all. 
(Mr. Rooke.) We are the operator in a 
few blocks in western waters, but we are 
not working on those yet. (Mr. Hethering- 
ton.) But this is perfectly true, of course; 
it has merged with our other capital 
expenditure. All accountants hate this, of 
course, but there is an element of uncer- 
tainty here. There has to be. (Mr. 
Rooke.) There is one special thing about 
our capital programme as it is now 
written. By agreement with the D.T.I. we 
do not put into our capital programme 
sums of money in relation to discoveries 
that have not yet been made. We used 
to do this, but they asked us not to do 
it because they found it made it more 
difficult for them to understand what 
was going on. There is, therefore, this 
understanding that if we were to contract 
major fields which were totally new we 
would have to re-write part of our pro- 
gramme and submit it to the minister 
again. (Mr. Hetherington.) But that is a 
slightly different point, I think. This is 
the expenditure we would have to make 
between shore and customer. If, for 
example, we bought a gas field off the 
Scottish coast, there has got to be con- 
sequent expenditure to develop it on 
shore. In our activities in the North Sea 
there is this uncertainty, yes, but, as I 
say, we have a fairly close dialogue with 
the D.T.I. 

406. This type of capital development 
has a risk attached to it, inasmuch as in 
the North Sea you may run into geo 
graphical difficulties, or weather difficul 
ties, or extraordinary technical difficulties 
which you would not expect to run intc 
in the other aspects of your capital deve- 
lopment programme. I am wondering 
whether you separate this in any way, 
because one has a high risk and. the other 

has a normal risk attached to it? We 

operate, in fact, entirely through sub- 
sidiary companies. There is a total 
separation. 

407. Would the Corporation expand 
on the role of the corporate plan and 
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give examples of the benefits to be 

derived from it? Yes. I think I 

covered this to some extent in my 
introductory remarks. I would say that 
1 could not get on without it. Putting n 
extremely bluntly now, I do not know 
how you could run a large industry 
where decisions affect the number or 
people you employ, the amount of capi- 
tal you need, the markets you can serve, 
the resources you have to buy, without a 
corporate plan. I regard it as essential. 
The word may be new, or comparatively 
new, but it is what every big business 
has been doing for donkey’s years. 


Chairman.] How is the industry’s 
planning affected by competition from 
electricity? Secondly, is there sufficient 
co-ordination of planning in the United 
Kingdom fuel and power sector? 
Thirdly, is there much direct exchange 
of information with the electricity 
industry? 


Mr. Golding. 

408. Could I add coal? Your first 

question, I .think, was whether we are 
much affected by competition from elec- 
tricity. There is keen competition in the 
domestic market. I hope I will not be 
considered complacent when I say 
that at this moment we seem to be get- 
ting a very big share of the domestic 
market. Gas central heating now is 
dominant. Our position on cooking is 
less secure and there is very, very sharp 
competition there. Broadly, however, I 
would say that our domestic load is 
growing extremely rapidly. There is 
genuine competition, but we are now 
able to look forward to securing the 
healing load with, of course, all its prob- 
lems of sensitivity to temperature. 
Both industries are suffering from some 
degree of price restraint which is dis- 
torting market forces a bit. 


Chairman. 

409. How recently? We have had 

at least two years of it, and in my more 
jaundiced moments I say 20 years. I am 
not making any party point at all! It is 
never the right time for a nationalised 
industry to put up its prices, in my 
experience. 

Sir Donald Kaberry. 

410. Could the witness complete the 


answer to the question, which was: how 
is your capital planning affected hy 
competition from the electricity iudus- 

try? If, for example, we are cousin 

ering a proposition to take a gas supply 
into a new housing development, then 
we make allowances for electricity from 
electrical competition. We try and 
assess what the load is. But it is not 
only a question of electrical competition- 
there is competition also from oil, Quiti 
often nowadays there is some sort of 
central oil tank feeding central heating. 
And in some parts of the country 
of course, there is competition from coal 
domestically. This does affect the posi- 
tion. We try and calculate the return on 
a realistic basis, allowing for this, and 
we do a lot of back-checking of these 
calculations. 

411. But is your planning for capital 
expenditure in relation to competition 
with the electricity boards going up, or 
are you coming down because you are 

giving way? We think we get a bigger 

part of the market, but it is very much 
affected by the amount of new housing 
in any year which comes along. 

Mr. Crouch. 

412. Part of this question is about the 
direct exchange of information with the 
electrical industry and it also talks about 
competition from electricity. It is one 
thing in 1973 to consider these words 
“ competition ” and “ exchange ”, but 
what about the position in the next ten 
years when the balance of energy in the 
UK will present real problems and we 
shall need to use all the energy that we 
can lay our hands on — when there is > 
shortage of oil and the price of oil has 
risen by 25 per cent, or even more? Is 
there not, therefore, an absolute need for 
co-operation between the suppliers of 

energy? 1 think I have got to speak 

personally now, because the corporation 
is only one month old and I do not know 
that I can speak for the part-time mem- 
bers on this. I personally believe that this 
country should have an energy policy. I 
do not mean by that just a simple division 
of the market into “ X ” for coal and 
“ Y ” for oil. It involves utilisation. It 
even involves, I think, railways versus 
cars. It is a very wide subject indeed. 
Yes, I personally hope that we shall have 
an energy policy. 
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Chairman . 

413. Keeping your official cap as the 
chairman off your head for the moment, 
Mr. Hetherington, is it your view that 
the general health or the common weal 
of this country is enhanced by ru nnin g 
two parallel energy industries — electricity 
and gas — in competition, or would you 
personally see advantage in the putting of 
heads together and having a unified 

authority? 1 believe in life being a 

bit uncomfortable. I think the greatest 
danger for any nationalised industry is 
sloth, and competition is a very useful 
corrective. I personally think, therefore, 
that the country does better with compe- 
tition. However, you have to see that the 
ring is held fairly. For example, we were 
unable to agree with the electricity in- 
dustry the rules affecting what we thought 
was subsidy of developments in new 
housing. This has been a long running 
battle which finally went to the Mono- 
polies Commission where it was sorted 
out in a way which we consider quite 
satisfactory, and now we are both operat- 
ing to the Monopolies Commission’s re- 
commendations. That is what I mean by 
“ holding the ring but I do remember, 
going back a good many years now, when 
there were combined gas and electricity 
showrooms that I did not find them very 
impressive. 

414. Would I be right, therefore, in 
summarising your views as being, 
broadly, these: allowing that there is 
economic wastage and a degree of over- 
lap, none the less the higher efficiency of 
the respective industries has produced 

overall a better result? 1 do not want 

you to think there is not a great deal of 
discussion between me and Sir Peter. At 
that level there is a lot. We have dis- 
cussed in very great detail with the 
C.E.G.B. the rights and wrongs of the 
use of natural gas in power stations, and 
it has been perfectly scientific discussion; . 
there is no emotion and no competitive 
feeling about it. It is just what is the 
right thing to do. At that level there is 
quite a lot of discussion. I think compe- 
tition is a good thing, and certainly there 
is going to he competition with oil — come 
what may. And, of course, there is com- 
petition with coal, although that is 
modified in some respects. When we are 
seeking very big industrial loads we do, 


quite consciously, try and compete with 
oil rather than coal. 

Mr. Golding. 

415. It occurs to me that you have 
received a lot of business industrially 
from the coal industry due to the Clean 

Air legislation? Yes. Again this is 

something you consider in an energy 
policy. I believe that it is important to 
reduce pollution of the air in towns. That 
seems to me to be the first priority; I 
would have thought you do not neces- 
sarily need the same policy for every bit 
of the country. Twice a day I have to 
walk across the Edgware Road during the 
rush hour, and the stink is abominable. I 
think this could well receive attention. 
Pollution is one of the factors, yes. 

416. On the forecasting of demand, at 
the moment I think you have the edge 
on electricity, partly because of the un- 
responsiveness of night storage methods 
of central heating — the lack of ability to 
control them — and also because of the 
relationship that you have with builders. 
That is to say, your people are better at 
persuading builders to provide gas cen- 
tral heating than to provide warm air 
central heating. If, however, this 
balance of advantage were to change, 
could it not have a very big impact on 
demand? If the electricity authorities 
were as aggressive as you are in your 
sales technique, would not this in turn 

knock you very hard? 1 do not 

know that I would accept that the elec- 
tricians are any less efficient than we are. 
We are both underpriced at this 
moment; I certainly think gas is, and 
that might have some effect if market 
forces were given a freer rein at this 
moment. I would hope, of course, that 
we kept one jump ahead of the electri- 
cians and 1 have tried my best to do so. 
They are, however, a very efficient 
industry. I am not going to go down as 
saying they are inefficient at all. 

Mr. Crouch. 

417. We have seen recently examples 
of chairmen of oil companies speaking 
up in favour of coal in order to reduce 
some of the pressure on oil, because of 
its apparent advantages. It seems that 
the price of oil will go up because of the 
demand for it. Is there not going to be 
a reduction of the opportunity for com- 
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petition between the four fuels that are 
available for the generation of power 
in this country and for the production 
of domestic heating, and do you not 
think that perhaps in five or ten years 
time, with the energy balance very criti- 
cal in this country by 1980, a different 
type of thinking will have to apply.' 
You say that you believe in an energy 
policy, which I agree with, but I would 
have thought that there might have to 
be almost a rationing of the use ot fuel 

in this country? You have put your 

finger on one of the things which 
worries us, because the distortion of the 
market at the moment by way of price 
restraint is getting quite considerable. 
Price restraint perhaps does not matter 
in the short run, but the longer it goes 
on the more significant lit becomes. For 
example, there are small finds of natural 
°as in the North Sea that at present 
pricing levels are not commercially 
developable. It is very difficult to say 
what might be the case in the future, 
because in a way we cannot test the 
market. I suspect that some of the 
Temarks by oil company chairmen have 
had at least two purposes. 


Chairman. 

418. Are you alleging that the gas in- 
dustry has been discriminated against jn 

terms of pricing policy? We have 

been restrained, yes. 

419. But have you been restrained com- 
pared with the other energy suppliers? 
Oil, of course, is freer from govern- 
ment influence, and I think coal has 
other difficulties. Market forces may be 
affecting the price there. I think that 
both gas and electricity have been res- 
trained. 

420. Basically your complaint is against 
the restrictions which have been placed 
upon you compared with the freedom of 
action of the oil industry? — I just believe 
that it is a bit dangerous to distort the 
market. It can lead to misallocation of 
resources. 


Mr. Stoddart. 

421. May I emphasise the question 
that was posed by Mr. Crouch. The 
chairman believes that competition is 
good for the market, but I would like 
him to say what he thinks about the role 


of competition where demand is expand 
ing and supply is contracting. Compe. 
tition would not necessarily be go^J 
under those circumstances. With regard 
to competition with the electricity supply 
industry, would he not agree that the 
statutory duties of the electricity supply 
industry are rather different from those 
of the gas industry? The electricity 
supply industry has an obligation to 
supply, whereas the gas industry is under 
no such obligation. They may, therefore 
be in a difficult situation, particularly as 
far as capital expenditure is concerned 
when it comes to housing estates. Would 
he not also agree that the gas industry 
is and has been in a particularly good 
position as far as competition is con- 
cerned because the electricity supply in- 
dustry has, in fact, had to be the tool of 
government policy in relation not only 
to fuel supplies but in relation to social 
policy as well? In other words, the 
electricity supply industry has had to use 
fuels which it would not otherwise have 
used were it merely competing on a 
straight basis. They have had to use coal 
when they felt, for example, that it would 
be cheaper to use oil. Is this real com- 
petition or is it one-sided competition! 

'there are many, many points in 

that. I agree, of course, that electricity 
has a slightly different statutory position 
from the gas industry. It has to go for 
rural electrification and so on. But 
equally they have a monopoly and we do 
not. Indeed, the main argument with the 
Monopolies Commission was over their 
right to use their monopoly for lighting, 
television, vacuum cleaners and all those 
sorts of thing, to ensure a load in which 
they had no monopoly. I do not know of 
any use of gas for which we have a 
monopoly. I do not believe there is one. 
So we are always in a much more direct 
competitive position. It is no part ot my 
case to attack electricity — I have not got 
any such feeling at all. We are talking 
purely about competition. They are par- 
ticular in that they have a genuine mono- 
poly. I believe to the extent that one has 
a monopoly one is subject to parliamen- 
tary control. 


Chairman. 

422. One should be? One is, and 

probably should be. I do not want to 
go into moral arguments. 
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Mr. Crouch. 

423. Mr. Hetherington, you have 
spoken of price restraint. We know this 
has been expressed by you before. 
Would you say price restraint applying 
at 'the moment in your industry is 
restricting you in some way as to the 
development of further resources from 
the North Sea? I would say this because 
I have heard it said in the fuel 
industry it takes roughly ten years to 
develop any fuel source, oil, gas or coal, 
to bring it on stream, as it were. So if 
we are looking at an energy supply prob- 
lem in seven or ten years in this country 
it would seem we want to look at forces 
acting today which might restrict oppor- 
tunity for the fullest exploitation of 
resources in the future. Do you think 
there are any forces at work at the 
moment in the way of price restraint 
that are limiting your opportunity to 
develop to the full the opportunity of 

resources from the North Sea? 

I think I could best answer that 
by referring to the negotiations for Eko- 
fisk gas. This is a field in Norwegian 
waters and, therefore, is not subject to 
any U.K. rules; they can go wherever 
they care to search. It would appear we 
have lost the contract to an alliance of 
France, Belgium, Germany and Holland. 
We .try in considering what we can afford 
to pay because you are quite right on 
your timescale (it may be a little short 
but it is that sort of order), to assume 
there will be no price restraint; we have 
to assume we can come up in price. But 
it is difficult when you have not quite 
got the opportunities for seeing what 
people will pay. So it produces an ele- 
ment of uncertainty. I consider part of 
my job not to let this damage us, but it 
certainly does not make life easier. 

424. It is a terribly important factor, 
not just for the Gas Corporation but for 
the country, that we should utilise every 
possible source of fuel at our disposal if 
we are not to be in a more difficult posi- 
tion in, say, 1980? (Mr. Rooke.) Our 

general planning position on this is that, 
while we believe there is value in compe- 
tition in market price and in the services 
we give to customers and things like this, 
this country does need, as Mr. Hethering- 
ton said earlier, an energy policy, and 
that competition ought to be deployed 
within a sensible national framework. 


We have always said this. We were sup- 
ported by the 1967 White Paper. Mr. 
Hetherington said earlier that that 
worked out in an astonishing way as far 
as we were concerned. The estimates in 
that turned out to be very accurately 
what we did. That might just be a re- 
flection of the amount of work we put 
into the discussions with the Department 
at that time. We believe there is a need, 
if you like, to refresh that document. 
Indeed, we believe that such a policy 
paper needs constant refreshment be- 
cause the situation changes, the economic 
background changes. We have all seen 
the tremendous change in international 
energy due to two things : the operation 
of the O.P.E.C. countries and the position 
of the United States. These have changed 
the world background. 

Chairman. 

425. Mr. Rooke, the people who are 

employed in the Department presumably 
have concern for the industry of which 
you and Mr. Hetherington are two of 
the leading members. Do they not up- 
date the 1967 paper? 1 would say, 

Chairman, that we want an overall 
review of all the energy again. I think 
it is one that must openly be seen to be 
debated. You have papers which are 
public which you can talk about. 

426. Pursuing my point, I would 
personally find it very surprising if, with 
the springboard of the 1967 White Paper 
in front of them, the people who are in 
positions of power and control in the 
Civil Service had not kept themselves 
up to date. Even over a five or six year 
period in this regard you have to con- 
sider all sorts of things. Departmental^ 
they are interested in, responsible for, 
and are going to be affected by, the 
projections they make based on the 1967 
paper. Are you telling the Sub- 
Committee that this has been a matter 

of some neglect? 1 think internally 

they update their papers, but I believe 
that we need in this country a new 
chance to debate this whole question 
and, I believe, based upon public 
papers. We do it in public. (Mr. 
Hetherington.) If I could return to what 
I said earlier, I think it is important that 
the ring should be established and I 
think only Government can establish it 
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in the fields in which there is competi- 
tion, the fields in which there is not, and 
so on. I would not want you to think 
that there is a total enmity between us 
and other industries at all. 

Chairman .] We have not got that 
impression. 

Mr. Crouch. 

427. Perhaps this is a statement to the 
Chairman rather than a question to you, 
but, if I may be so bold, I think one of 
the biggest gaps is not so much a lack of 
updating of energy policy since 1967 in 
Britain but a lack of energy policy 

altogether in the United States? 1 can 

only say yes. 

Chairman. 

428. As a mere layman I would like 

a little elaboration of that statement? 

It does not seem to me, Sir, absolutely 
obvious that America has a right to un- 
limited amounts of energy. It needs a 
little debating. 

429. You are still talking in hiero- 
glyphics for me as a layman. Probably 
I am the only one here who is ignorant? 

America seems ito think it can suck 

energy from anywhere in the world 
almost by right. I do not accept this. 
I do not want to go any further. 

430. Go one stag© forward for the 
record, not only for me. You mean it is 
distorting the whole of the arrangement 

of world energy supplies? Yes. I 

would feel it sad, to put it mildly, if 
some of this Norwegian gas were lique- 
fied and transported to America. I think 
it is European gas at all events. 

Mr. Crouch. 

431. I quite agree with Mr. Hethering- 
ton but I think the lack of policy in the 
United States will cause a disequilibrium 
of world resources if we are not careful, 
which can have a very disadvantageous 
effect in Britain and Europe because 
their economic pressures can be so much 
stronger, they can compete to buy oil 
from the Middle East. They will need 60 
per cent, of the Middle East oil in 1980. 
They will want other sources. As Mr. 
Hetherington says, they might want 

North Sea gas? (Mr. Rooke) When 

I was talking about updating, this is what 
I had in mind. I did not just mean 


putting in new figures for new dis 
coveries. s ' 

Mr. Stoddart. 

432. Assuming that we need an 
energy conservation policy and assuming 
that great amounts of capital are going 
to be expended by one industry and 
another, does Mr. Hetherington see anv 
savings resulting if there were m 
operation rather than competition 
between the electricity supply industry 
and the gas industry? I refer to capital 
sums in plant, machinery and buildings? 

(Mr. Hetherington.) I think it is a 

very difficult question to answer. I can- 
not say that I see any savings. The hoary 
old chestnut that always comes up and 
everybody uses as an example is that we 
ought to have combined meter reading 
with electricity. This has been examined 
I do not know how many times. The 
answer is that it would cost more. 

433. I am not thinking of meter 
readers. I am thinking of buildings for 
showrooms, for example. Also, if there 
is co-operation, you may very well be 
able to say a £100 million power station? 

1 can only say I could not identify 

such a saving myself. I cannot say I can 
see it at all. 

Chairman .] Would Mr. Stoddart like to 
elaborate slightly? 

Mr. Stoddart. 

434. We are working now on the 
assumption that there is not inevitable 
expansion of fuel supplies, that in fact 
there will be an inevitable contraction. 
Therefore the idea should be to conserve. 
By competing one with another it may 
very well be that you are giving to people 
the most wasteful form of energy; that, 
in other words, you are perhaps putting 
into electricity or gas more heat content 
than you need to get the end result on a 
person’s cooker or heating system. It is 
this sort of co-operation that I would like 
to see. If you had that co-operation- 
inevitably through a national fuel policy 
— it does seem to me that we would be 
doing two things. First of all, we would 
be doing our best to conserve short 
energy resources. Perhaps at the same 
time we would be saving scarce capital 
resources in plant, buildings and 
machinery. For example, if gas and 
electricity were not in competition, would 
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there be a need for two showrooms in 
every town? That brings it right down 
to a simple level of land and buildings, 

which are costly items? Yes, I am sure 

there must be some savings on the margin 
but I really would not want to give a snap 
answer on this. We do not follow elec- 
tricity out into the country. For example, 
the North of Scotland is virtually an 
electricity area; there is very little gas in 
it at all, and it is certainly not in my 
territorial ambitions, if I can put it that 
way. The actual expenditure on show- 
rooms, Sir, is minute. I have not got a 
figure in mind but it is really very little 
compared with laying pipelines and that 
sort of thing. I would be very happy to 
say we could go into all this. I would not 
like to say offhand that I can see any 
substantial savings. 

Chairman. 

435. Would the Corporation say some- 
thing about its long term consideration of 
gas availability? What is the present 
state of its estimate of reserves in the 
North Sea? What other sources of 
supply are likely to be available by the 
end of the century? Are liquefied gas 

and methane likely to be relevant? 

We base our marketing on contracted 
supplies of gas. If we contract more, we 
shall adjust our marketing plans accord- 
ingly. The Government has recently 
published a glossy paper on its estimate 
of reserves — I think it amounts to some- 
thing like 33 trillion. We base our plans 
on about 23 trillion, so we are only on 
about two-thirds of the Government 
estimate, but that is what we have con- 
tracted for. Liquid natural gas and sub- 
stitute natural gas are certainly relevant 
things. Indeed, this is what I was hinting 
at when I said we are particularly 
interested in six or seven years ahead at 
this moment. This is about the timescale 
this would affect. Yes, I think that is 
relevant. There is still a lot of gas remote 
from the markets which can only be 
transported in liquid form; it is a different 
price regime. So if there is more forth- 
coming within our own continental shelf 
that is a much better proposition. Sub- 
stitute natural gas: we are selling our 
process in America to the tune of many 
millions a year — we get £5 million in 
royalties. This is in the United States. 
We happen to be the world leaders in 
this technology. 


Mr. Crouch. 

436. Is this the use of coal to produce 

gas? No, oil. 

437. A process to smash up coal is 

being considered in the Rockies? We 

are also doing an experiment at this 
moment in Scotland with CONOCO on 
conversion of coal to a substitute for 
methane. It is not encouraging for this 
country at present prices but it is perhaps 
relevant for America. 

Mr. Stoddart. 

438. How many years* supply is 23 

trillion? There is a build-up period, 

then a plateau rate. The contracts allow 
for a minimum take of one-twentieth of 
the recoverable reserves in any one year 
but, of course, these fields do not take off 
at the plateau and then stop dead. There 
is a build-up, then there is a plateau, 
then there is a rundown. The rate of 
depletion was a decision made almost 
primarily by Government, with Govern- 
ment, a long while ago as a build-up to 
the 1967 White Paper. Once you are 
buying on depletion contracts you have 
really made the assumption that more gas 
will be found. You are going over the 
end and have to replace it with some- 
thing. But it is quite impossible to give 
you an answer about when there will be 
no more because it varies with the 
geological characteristics of the field. Of 
course, you can exert an influence by 
putting in more or less compressors and 
so on. You are not utterly dependent on 
geology; there is a degree of flexibility. 

Chairman. 

439. Just so that the record shall be 
plain, when you use the word trillion, are 
you taking American billions into 
account? I am confused only because 
Americans use billions in a different 
sense from that in which some archaic 

Englishmen use the word? (Mr. 

Rooke) A trillion in our sense is 10 12 , or 
it would be easier to say a million million. 

440. A thousand million is the more 
common. That is the American billion. 
How many billions of that description 

make a trillion? One trillion is a 

thousand American billions. It is a 
million million. If you remember a 
million million you cannot get it wrong. 
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441. An old-style English billion? 

That is right. 

Mr. Crouch. 

442. Will we run out of gas by the 

end of the century? (Mr. Hethering- 

ton.) Unless we contract for more we 
shall be turning down, or _we put in these 
other sources, either liquid or substitute. 

Mr. Stoddart. 

443. On these known reserves by about 

the end of the century? You know, 

almost every day of the year you read of 
fresh discoveries in northern waters, 
mainly of oil but there is associated gas. 

I do not think it is realistic to talk in 
these terms on our present contracts. One 
has to be unbelievably pessimistic to look 
at it like that, I think. 

444. Can we be optimistic and say at 

least until the end of the century? 

It is one of those unfortunate things— 
we were not left a blueprint of what is 
under the North Sea. This is very specu- 
lative. 

Mr. Crouch. 

445. Nor the Atlantic? Nor the 

Atlantic. 

Chairman. 

446. Would the Corporation say some- 
thing about the natural gas conversion 
programme? Is it line with past plans? 
Has it fallen behind or been more costly 
than was anticipated? What is the ex- 
pected completion date at present? Is it 
likely that twenty years from now another 
conversion programme will be necessary 

because of a change in fuel supplies? 

Let me take the last part first: no, Sir, 
we are not going back to a low calorific 
gas. If we have to make a substitute 
natural gas, it will be wholly compatible 
with the present North Sea gas. We know 
how to do this. We would, if necessary, 
do it. The costs, in fact, if you allow for 
inflation, are running rather below what 
we said but only marginally. It is really 
pretty accurate and, of course, in cash 
terms they are higher. We said £30 per 
customer; I think it is now about £34-50, 
but in real terms this is a little less than 
£30. The rate at which we are doing it 
is broadly as planned. That is to say, we 
expect to be 90 per cent, converted by 


1976. We have had slight troubles— more 
than slight. North Thames have slowed 
down a bit, they felt a bit too pressed 
I think they took on a little more than 1 
perhaps was wise. But roughly it j s 
running as planned. ‘ 

447. Does the industry have a long, 
term pricing policy? Should longterm 
planning involve both an investment and 

a pricing policy? Yes, indeed, it must 

do. We are, of course, concerned at this , 
moment because we do not think we are 
putting sufficient to reserves as we should . 
as an extractive industry. We think we 
are borrowing too much and at a very 
high rate of interest. We would rather 
see a bigger cash flow of our own and 
less borrowing. 

448. Could you expand on that? What ' 
are your views, either individually or 
collectively, about how much future 
generations should be asked to finance 
gas developments and how much the 
present generation should? I am afraid 

that is rather vague? It is very easy to 

give a general answer in that, given no 
technical changes, given no inflation, I 
think the price ought to remain constant. 
Future generations ought to benefit from 
technical changes and suffer from in- 
flation. If there were deflation, I suppose 
that would affect them. But we are really 
in the same position as the chap who 
owns a quarry: he has got a certain 
amount to market; he ought at the end of 
that time to have built up sufficient 
reserves to buy the next quarry. We are 
worried that we are not doing this. 

Mr. Crouch. 

449. Would you say you have a differ- 
ent approach to your future investment, 
for example, on North Sea supplies, from 
that which the oil companies have? 1 
believe they tend to make the investment 
which is in very large sums with great 
risks involved and tend to service that 
capital with a loan from their future 

earnings? Yes. We would like a much 

freer depreciation policy or whatever you 
care to call it. They have a different 
tradition in this matter, and in some ways 
a more healthy one. 

Chairman. 

450. Can I ask a little more about 
servicing from future earnings? You say 


Printed image digitised by the University of Southampton Library Digitisation Unit 


NATIONALISED INDUSTRIES (SUB-COMMITTEE B> 


135 


31 January, 1973.] Mr. A. F. Hetherinoton, D.S.C., 

Mr. D. E. Rooke, C.B.E., Mr. C. E. Mills and 
Mr. J. H. Smith. 


[< Continued . 


they run an overdraft on future earnings? 

(Mr. Smith.) The point I would make 

Chairman, is that our price now should 
aim .to cover not only just sufficient to 
enable us to break even on revenue 
account but also enough to enable us to 
charge the replacement cost of our assets. 
This we estimate would cost something 
approaching £50 million a year. In other 
words, we would need to earn a net extra 
profit, provided we were not charging it 
as” replacement cost, sufficient to put to 
reserve something approaching £50 mil- 
lion a year, thus enabling us to build up 
reserves for the future and to meet the 
costs of these assets when they needed 


to be renewed in the future. In the 
absence of this we are in a very difficult 
position in some years time. 

451. You are dependent very much on 

government funding? That is right. 

(Mr. Hetherington.) May I just say I do 
not know when this is published, but 
people read into a remark like that that 
we are about to put up the price of gas. 
This is not the thinking. 

Chairman .] Mr. Hetherington, thank 
you and your colleagues. I think the 
Sub-Committee agrees that this has been 
an unusually helpful question and answer 
session and we are grateful to you for 
coming along. Thank you. 
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Memorandum by the National Coal Board 
MAJOR CAPITAL INVESTMENT DECISION PROCEDURES 
Introduction 

1 This memorandum describes the Board’s procedures for the review of major 
investment proposals, whether charged to Capital and/or Revenue under the Board's 
code as agreed with the Inland Revenue. Major proposals are defined as those 
involving investment expenditure in excess of £250,000. 

2. The majority of these major investments are in coal mining and concerned 
with four types of expenditure: 

(a) coal seam replacement, of areas of coal being exhausted by current 
operations ; 

(i>) coal preparation facilities, either to replace worn out plant or to provide 
improved facilities to meet changing production at the colliery or to satisfy 
changing markets ; 

( C ) efficiency projects, mainly concerned with transporting coal from the coal- 
face to the surface (e.g. skip winding equipment) ; 

(d) coal face machinery, now largely to replace purchases in the mid-1960's 
which have become worn out or obsolete, but partly to increase the level 
of mechanisation. 

3. The decision whether to approve or not any project of this size is takes 
formally by the Board. There are, however, arrangements for referring certain 
projects to the Department of Trade and Industry for comment as to the public 
interest. The current arrangement is that any project: 

(a) costing more than £3 million ; and 

(b) for -which the expected return is less than 10 per cent. 

should be so referred. The Board can also refer any project having special 
features if they so wish. 


Basic Procedure 

4. The Board’s basic procedures are in three stages : — 

(a) Stage I is in advance of detailed planning and is designed to establish 
that, prima facie and subject to more detailed consideration at Stage II, 
the proposals are likely to commend themselves to the Board. The waste 
of planning effort on proposals that prove to be unacceptable is thus 
imnimised. 

Die submission is informal in nature, and comprises the minimum of 
written material. The decision whether to go ahead and prepare a Stage II 
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submission is usually taken after discussion between officials of the Board’s 
operational Area and Headquarters staff: but the more difficult and the 
very large cases are dealt with more formally and are considered by the 
Board themselves. 

(b) Stage 11 is the approval in principle and follows full appraisal: it is 
approval at this stage which determines whether the project will go ahead, 
and the decision is taken formally by the Board. 

(c) Stage III is the granting of authority to incur expenditure and is delegated 
to Area Directors (who are the officials responsible to the Board for the 
operation of the muting activities within their geographic area) unless 
specifically restricted or reserved to the Board by the terms of the 
Stage II approval. It provides for a re-check of the situation after tenders 
etc. 'have been received and firm prices are known: the Area Director refers 
back to Headquarters if changes, whether of a technical nature or of 
cost etc., give rise to a major change in the nature of -the proposals or reduce 
the projected .return on the investment below the acceptable minimum. In 
appropriate oases the proposals are re-presented to the Board for decision 
and the original Stage II approval is cancelled. 


Stage II Applications and Appraisal 

5. The Area Director responsible for the submission sets out the detailed 
proposals and financial appraisal in a project submission. It is presented formally 
to the Board with the Area Director’s recommendation that it be approved at 
Stage II. This submission follows well defined lines which have been’ used for 
many years, but in the nature of such proposals they contain special factors relevant 
to each proposal and the circumstances affecting it. Sections dealing with each of 
the matters referred to in the following paragraphs are included. 

6. On receipt at Headquarters the proposals are appraised by the functional 
Departments (Mining, Marketing, Finance, Industrial Relations and Purchasing 
and Stores), co-ordinated by a Committee representative of these Departments. 
This appraisal may involve meeting with, ior further enquiry of the Area as well 
as consideration of imter-Area matters and aspects only seen clearly at Headquarters 
level. In particular ithe following matters are considered carefully : 

(i) Markets as to the likely demand for the coal, and the price it can command 
over the life of .the investment facilities, litis takes into account also the 
possibility or otherwise of supply from other collieries. 

(ii) Coal Reserves available to the colliery, based on the geological information 
known and deduced, in order to assess the continuity of production and 
the quality of the coal as mined. 

(iii) Technical Feasibility, covering both the underground mining proposals, the 
coal preparation facilities, and finally the quality of the coal as prepared 
for the market. 

(iv) Manpower availability, to check that the manpower needed to service 
both the direct investment and the colliery as a whole is likely to be 
available. 

(v) Execution and Timing, to check that the plan is feasible within the time 
envisaged and that bought-out plant, etc., is likely to be available as and 
when required. 

(vi) Financial Viability, to check that the proposals are acceptable financially: 
this subject is dealt with more fully in paragraphs 7 to 13 below. 

(vii) Risk. The likelihood or otherwise of all estimates proving to be over- 
optimistic is appraised, and the effects of the more likely risks are tested 
in the financial appraisal — see also paragraph 13. 
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(viii) Alternatives. The feasible alternative proposals to achieve the same or 
similar objectives are also examined to ensure that the best has been 
chosen: in some cases this may involve the full detailed planning and 
appraisal of the alternative proposal, but in many cases technical or 
marketing considerations make the alternatives unacceptable. 

(ix) Interactions. Finally, the possible interactions on the future of other 
collieries is considered. 


Financial Appraisal 

7. Special Problems of Mining 

(a) Because mining takes place underground in varying geological conditions 
it is extremely difficult to assess future results over any long period of time 
with or without the proposed project. Moreover, because^ it is an extractive 
industry many proposals are concerned with maintaining output and 
financial results, which would deteriorate without the proposed investment. 
As is explained later, the failure to replace certain essential plant (e.g., 
winding engines or ventilation fans) would mean closing the pit. This is 
also true of extensions to certain equipment underground (for example 
ventilation, pumps for pumping water, transport and other facilities as the 
coal worked gets further and further away from the shaft). 

(4) For all these reasons the Board attach great importance to the appraisal 
of the colliery as a whole with the proposed investment compared with the 
situation before the investment took place (as distinct from forecasts of 
what would happen without the investment). 

(c) In the early days of their control the Board developed procedures for 
appraisal of major investment proposals with these considerations in mind. 
Under these arrangements the estimated profit of the pit as a whole following 
completion of the proposed project was expressed as a percentage of total 
investment in the pit and was compared with the actual result for the last 
year before the project started and the improvement expressed as a 
percentage of the additional investment. 

(d) When the use of discounted cash flow techniques developed the Board 
were reluctant immediately to abandon their existing arrangements and the 
problem was explained by Mr. D. M. Clement to the Select Committee on 
Nationalised Industries Sub-Committee A (questions 650 to 653 of the 
minutes of evidence Session 1968-69, Volume II). 

(e) Since that time considerable experience has been gained in the use of 
discounted cash flow techniques, and the financial appraisal of proposed 
investment is now always made in these terms. Nevertheless at the same 
time the Board continue to examine the improvement in the result with 
investment compared with that actually achieved before the investment 
started. 

8. The Area submission includes in every case an evaluation in cash flow terms 
of the expected colliery results for a number of years, being the shortest of 

(a) the life of the assets to be established by the proposals ; 

or (4) the life of the colliery (i.e., until the reserves are exhausted) ; 

or (c) 15 years. 

9. An evaluation may also be made of the cash flow on a similar basis if the 
investment is not made. Deduction of this cash flow from the assessment made as 
in paragraph 8 gives the marginal cash flow attributable to the investment. 
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10. This comparison can give a marginal flow so large as to be unreal. The 
extreme example is the replacement of the winding engines or the ventilation fan 
at a colliery: non-replacement would extinguish the total output. A major coal 
seam replacement may well involve up to one half of a colliery’s output In such 
cases decision in terms of the financial appraisal can only be to approve the 
investment if the colliery is to continue. 

11. The Board therefore are very concerned that the cash flow of the colliery 
as a whole shows a satisfactory position, and as a check this cash flow is discounted 
at 10 per cent, to show whether it gives a positive figure. 

12. Additionally, when prepared, the marginal cash flow is discounted at 10 
per cent, to show that it meets this test, and the D.C.F. yield is also calculated. 

13. The payback period shown by the marginal cash flow is also noted to give 
an indication of the period over which the risk needs to be appraised the most 
carefull. Further the effect of certain risks on the cash flow is tested. 
For example, the achievement of only 90 per cent, of the benefit, or an over- 
spending of 20 per cent, of the investment cost, or a year’s delay in completion 
may all be tested to demonstrate which risks have a significant effect and thus 
need more careful appraisal. 


Presentation for Decision 

14. At the conclusion of the appraisal as described above, a memorandum is 
prepared for the Board setting out the salient features of the proposals and of the 
appraisal. This concludes with the recommendations of the Headquarters Depart- 
ments concerned whether the proposals should be approved in whole or in part, 
or with restrictions on the delegation of Stage HI authority. Area Directors attend 
Board meetings when their investment proposals are under consideration to explain 
the project and deal with question arising. The decision whether to approve or 
not is then taken by the Board. 


Other Activities 

15. The foregoing paragraphs have been written in the context of mining 
proposals: the principles apply equally to proposals for other activities of the 
Board. The arrangements for approving investment in coal face machinery involve 
rather different considerations and are dealt with in the attached memorandum 
which was submitted to the Department of Trade and Industry in connection with 
the annual review of the Board’s Investment Programme. 

National Coal Board. 

9th June, 1972. 


NATIONAL COAL BOARD 


Background 


METHODS OF INVESTMENT APPRAISAL- 
POOL PLANT 


1. The Board have a general policy of mechanising coal getting operations at the 
face, in the form of power-loading machines and power-advancing roof supports, 
and the drivage of the roadways necessary to open up these faces, in the form of 
heading machines, etc. For 1970-71 92 per cent, of the deep-mined output was 
produced by power-loading machines, and 82 per cent, came from powered 
supported faces. Mechanisation is .therefore the “ norm ”, and capital expenditure 
on such plant must be considered against this background. 
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2. An important feature of face equipment, including powered supports, is that 
its life expectancy, which ranges from 5 to 10 years, is well in excess of the life 
of an individual face, which averages about 18 months. Other features are that 
considerable maintenance and repair is required because of die arduous physical 
conditions in which the equipment operates, its transferability from face to face and 
colliery to colliery, and its heavy initial capital cost. 

3 It has, therefore, become necessary to establish pools of plant in each Area 
or group of Areas (which hold the plant and charge it to collieries by means of a 
daily hire rate), to ensure that the disposition of the equipment is tightly controlled, 
that repairs and maintenance are carried out regularly, and that thereby the 
maximum possible utilisation is made of the heavy total investment involved 
(approximately £200 million gross, £90 million net at end-March, 1971). These 
pools are administered iby the individual Areas or Regions, but additions to the 
pools by purchase are controlled centrally at Headquarters, as is the write-off 
of obsolete or irreparable equipment above a certain value. 

4. Authorisation of the purchase of face equipment for the pools, and authorisa- 
tion of the installation of equipment on 'a particular face are entirely separate, 
although complementary, processes. 

Purchase Programme 

5. It follows that, because such plant is transferable and is controlled on a 
pool basis its purchase is related to the needs of the Area or Regional (i.e. more 
than one Area) Pool concerned, having regard to the forward Action Programmes 
for individual collieries covered by the Pool and the existing equipment already 
or likely to .be available to meet requirements at Che time. 

6. The lead-time for deliveries by manufacturers of any quantities of such 
equipment is of the order of 6 to 9 months, e.g. Board Members have recently 
authorised the purchase of machines and supports to be delivered in the September 
quarter 1972. 

7. The individual Area requirements are established by a procedure of quarterly 
submissions to the H.Q. Plant Controller which are examined in conjunction with 
other' H.Q. Departments and discussed with, the Areas concerned. As a result, 
it may be possible to meet a requirement in one Area by means of an earmarked 
transfer from another Area. The “ refined ” programme of purchases is considered 
by ithe Plant Purchase Programme Committee which recommends the quarter’s 
programme to Board Members for authorisation. The purchases are to maintain 
each Pool in such a state that it is able to satisfy .the operational requirements of 
the collieries covered by the Pool, having regard to the transfer possibilities referred 
to above. 

Project Appraisal 

8. At the stage when the purchase programme for a quarter is finalised, the 
purchase of coal cutting and similar machinery is not related to a particular 
face and therefore any attempt to make a financial appraisal in relation to a face 
installation project is meaningless. For the most part, this applies also to the 
purchase of heading machines. It should be noted, incidentally, that a substantial 
proportion of coal-cutting and roadway drivage machinery is purchased in the 
form of major assemblies (i.e. major units wheih make up a machine) to replace- 
major assemblies that have been, or are likely to be, badly worn. 

9. For powered supports the face where they ’will first be installed is known, and 
assurance will have been obtained that there will be a continuing use, after the 
initial face finishes, for supports of that particular specification. During the 
discussions with Areas referred to above, .the alternatives to each particular 
purchase will have been explored, and .the justification for the purchase (say) 
of more expensive supports than those which have hitherto been used in that seam 
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at that colliery demonstrated in performance and financial terms. (The latter will 
be m simple and not D.C.F. terms, e.g. expenditure of an additional £50,000 on 
more sophisticated supports may be estimated to produce an extra 100 tons per 
day or 18,000 tons, worth £108,000, over the nine-months’ life of the first face). 
Similarly, a cecision to buy new supports, against continued use— including, sav, 
?■ ove [haul costing £40,000 for a face — of old supports, will have been 

justified in performance and/or economic terms. 

10. The remarks in 8 and 9 above are applicable to the broad appraisal made 
at Headquarters of the justification for inclusion of items in the purchase programme. 
At Area level, a project submission is prepared for each face installation giving: — 

(a) description of face and method of working ; 

(b) planned output and manpower required ; 

(c) schedule of equipment required under : 

(A) Pool Plant 

(i) from existing holdings 

(ii) requiring new purchases ; 


(B) Other Equipment 

(i) available for transfer from elsewhere 

(ii) new purchases ; 

(d) in cases where an additional degree of mechanisation is planned (e.g. higher 
horse-power machines, mechanised road ripping, more advanced 'powered 
supports), involving plant additional to or more expensive than that on 
the face to be .replaced, the benefits expected from the additional expenditure 
are assessed. Again, this will be in simple, and not D.C.F. terms, since, 
in the vast majority of cases, this will bring out clearly whether the expendi- 
ture is financially justified. 


This submission is approved by the Area Director and is the authority for the 
purchase of items under (c) (B) (ii). 


11. The alternative to installing pool plant is to eliminate the output of the 
face concerned (see paragraph 1 — there is now virtually no feasible alternative 
method of working). To take the investment on a face at its highest— say £250,000 
— and its output at the lowest level — say 400 tons per day, which for a year with 
proceeds at £5-75 per ton, and face wages and avoidable costs at £2 per ton would 
yield £375,000 — demonstrates that with an edght-month “pay-back” the financial 
justification for the installation does not require sophisticated appraisal techniques. 
(Put in another way, the minimum contribution from the face for a year, to cover 
the total cost of the equipment, would be 275 tons per day: in March, 1971, the 
average per powered supported face was 710 tons). 


8th June , 1972. 


Examination of Witnesses 

Mr. D. M. Clement, C.B.E., Board Member with special responsibilties for finance, 
Mr. L. Grainger, Board Member for Science, Mr. F. H. Newman, Director- 
General of Finance, Mr. P. G. Weekes, Director-General, Mining Department, 
and Mr. M. J. Parker, Head of Central Planning Unit, National Coal Board, 
called in and examined. 


Chairman. 

453. Mr. Clement, may I on behalf 
of the Sub-Committee warmly welcome 
you to our deliberations this afternoon? 
I understand from our Clerk that you 


want to commence the proceedings by 
making a general statement, is that so? 

(Mr. Clement.) If it would help the 

Sub-Committee, I would be very glad 
indeed so to do. I believe you have 
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had the Board’s statement on the pro- 
cedures for major capital investment de- 
cisions, but I am sure it would probably 
help the Sub-Committee to be able to 
look at that against the background of 
the Board’s capital expenditure in recent 
years. If I may just give the picture, 
the Board’s total capital expenditure 
since vesting date was some £1,900 
million. Up to December 1959 of that 
some £877 million was spent. So that 
in the last decade the expenditure has 
been some £980 million. I would like 
for the benefit of the Sub-Committee 
to split that into two periods of roughly 
equal terms: the expenditure for the 
6i years to March 1966, which was some 
£550 million and in the 6 years since, 
up to March 1972, £431 million. The 
first point I would like to make is that, 
of course, the price levels in the last 
period were distinctly higher than earlier 
ones. If I attempted to make any adjust- 
ment for the changes in price levels, the 
£430 million would probably come down 
to about £350 million, so that there has 
been a quite marked reduction in the 
level of the Board's capital expenditure. 
Looking particularly at major schemes, 
the subject of your inquiry, the Board’s 
capital expenditure in thus period — 
the first half of the 1960s — was 
£250 million. In the second half it was 
about £100 million. So that again em- 
phasises a very marked change in the 
level of .the Board’s major capital ex- 
penditure. Major capital expenditure here 
is schemes costing more than a quarter 
of a million pounds ; that is the definition 
we take. I think the paper which you 
have received from us indicates the sort 
of thing that comes in the schemes. 
Another indication of the levels of ex- 
penditure would be perhaps the unex- 
pended balance of our capital expendi- 
ture. At the beginning of the decade ; 
this was about £234 million. By March 
1965 that had dropped to £86 million. 
At the end of March 1972 there was only 
about £19 million outstanding on major 
capital schemes. I am quoting figures 
from the Board’s reports. Over the last 
five years the number of major schemes 
that have been approved was about 54, 
and a very rough indication of the nature 
of those would be this. Twelve of them 
have been on coal preparation plants. 
There have been about 5 schemes for 


rapid loading facilities — the arrangement 
for moving coal very rapidly from the 
colliery to a power station. There were 
3 colliery reorganisations. We have 
approved and completed the sinking of 
a new drift. There has been one re- 
organisation of a colliery where we had 
the misfortune to have a fire— Tyne- 
mouth Colliery in Northumberland 
There were about 14 schemes to open 
up new seams at existing collieries. The 
remainder of the schemes have been on 
ventilation, transport and the like. That 
gives you a very rough indication of 
the schemes. Perhaps it would help yon 
if you were to think of those figures 
against what has happened in the in- 
dustry over the decade of the 1960s. If 
I can give you a few figures which 
may help you, first I take the 
number of operating collieries. Of 
course, in 1959 at the end of 
that year we had about 737 collieries in 
operation. By March 1972 the number 
had fallen to 289. So there had been 
nearly half of our collieries closed in 
the 10 or 12 years up to March 1972, 
The number operating at December 1972 
was 282. That reduction in the number 
of collieries alone would reduce the 
whole level of our expenditure. If yon 
look at another figure, the average man- 
power, we were employing some 658,000 
men at December 1959 and by March, 
1972 the number was down to 282,000. 
So there is a decline of 57 per cent in 
the manpower over the period. In terms 
of output the 192 million tons of the 
year 1959 had come down to 109 million 
tons in the last year ; but, of course, that 
was affected by fee strike. Perhaps a 
more useful figure would be the 130 
million tons which we expect to produce 
this year. If you take that output over 
the 10 or 12 years it is down by one 
third. As a matter of interest, our level 
of stocks at the beginning of the period 
was some 36 million tons, and currently 
it is around 10 to 11 million tons. So, 
in effect, over the period we have kept 
supply and demand pretty well in bal- 
ance. The other figure I would like to 
refer .to, if I may, is the output per 
man shift because this undoubtedly is 
very much influenced by our capital 
expenditure. The overall productivity of 
the pits for the year 1959 was 26-9 cuts. 
By the year 1972, which of course was 
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the strike year, the figure was 41-9 
cwts. But if we take the current year, 
which I think .again is a little better 
because of the disturbance, for the 10 
months up to date we have done 45-2 
cwts. So we have an increase of 18-3 
cwts., some 67 per cent, over the period. 

I would like to refer to the face pro- 
ductivity as well because I want to come 
to that in a moment. In 1959 our pro- 
ductivity was 75 cwts. at the face. In 
the year to date we have done 147 cwts. 
So we have an increase of 37 cwts., and 
96 per cent. If we took last week when, 
in fact, we did 48-1 cwts., overall 153 
cwts. at the face, then the increase in 
productivity is over 100 per cent. I do 
want to refer to these particularly 
because I want to contrast, if I may, for 
your benefit, Mr. Chairman, the 
improvement in the face productivity 
compared with the overall. The face 
productivity, as I say, was 96 per cent, 
to 100 per cent, compared with 67 per 
cent, overall. Perhaps some of the 
reasons for that are that throughout the 
1950s and in the early 1960s we were 
concentrating on the reconstruction of 
the industry, on creating the capacity of 
the industry. All the emphasis and the 
priority were on major schemes of 
reconstruction and on new sinkings, with 
the result that by the end of 1959-60, we 
had created adequate access to the coal 
reserves in the pits. Then in the 1960s 
we made the attack on the techniques of 
coal getting, and I do not know whether 
you do happen to have with you the 
Board’s annual report for 1971-72. It 
is Volume 1. If it is available and you 
would be kind enough to look at chart 4, 
it is a chart of the output by mechanised 
means. There you will see that in 1959 
about 30 per cent, of our output was 
got by mechanical means. I would like 
to make the point, Mr. Chairman, that 
at that time none of the faces were 
equipped with powered roof supports. 
By the end of 1971-72 again you see 
there on the graph 92 per cent, of our 
output came from mechanised means. 
I would like then to make the point 
that some 82 per cent, of the Board’s 
output came from the faces which were 
equipped with the powered roof sup- 
ports. So that -the nature of the Board’s 
capital expenditure in the 1960s changed 
quite substantially. Perhaps I would also 


add that a great deal of other work was 
being done to improve our techniques at 
the coal face in the way of breaking the 
bottlenecks in stable holes and things 
like that. Possibly Mr. Weekes may be 
able to elaborate on that, if you would 
so wish. The point I would like to make 
is that indeed during the 1960s a major 
technological revolution occurred at the 
coal face and,, in fact, we now have got 
coal faces which are highly mechanised 
factories where the production face is 
moving forward 4 to 6 feet every work- 
ing day and in which we have plant and 
machinery to the value of 'the best part 
of £200,000. 

454. Can I check that figure please? 
We have £200,000 worth of equip- 
ment on each face. We have over 100 
of these faces at the present time which 
are capable of and are producing the 
best part of half a million tons a year 
with a market value of coal of, say, £3 
million. Most of these are bigger than 
many of the collieries we took over at 
vesting date. I think Mr. Weekes would 
probably agree with this: there may be 
another 200 faces which, if we 
are given good geology, are capable 
of achieving that sort of perform- 
ance. We then make the poinf, 
if I have your permission to con- 
tinue, that these methods of coal getting 
which we introduced in the 1960s have 
not only been responsible for the very 
much improved productivity that has 
occurred but also are the source of fur- 
ther productivity which we think we 
can achieve in the years ahead. Perhaps 
in one sense even more important, they 
have made a most fundamental contribu- 
tion to the safety of the coal face. They 
have certainly improved our operating 
results. If it is only the broadest < of 
indications, I would contrast the period 
up to 1959, when the Board’s operating 
profit was some £225 million over the 
whole of the 12 or 13 years up to then- 
equivalent roughly to 9p per ton of coal 
produced — with the next 6% years to 
March 1965 when the benefits of all 
these improved production methods re- 
sulted in the Board’s operating profit 
being some £210 million— 18p per ton of 
coal produced. I ought to add that 
during those early years of the 1960s 
there was a high degTee of stability of 
coal prices. Indeed, when I looked at 
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the report again this morning, I noted 
the average realisations of 1960 were 
£4-30 a ton ; by 1964-65 they were still 
only £4-59, so that we contributed very 
greatly to price stability. Unfortunately 
the second period up to 1972 has been 
beset by the unofficial strikes which we 
were faced with in 1969, 1970 and 1971, 
then of course by the official strike of 
1971-72. During this period too we were 
upset by overtime bans and .go-slows 
which rather prevents us making a 
similar comparison with performance in 
that period. But the 1960s I would sug- 
gest have seen a very marked change in 
the pattern of the Board’s investment 
with very much more attention having 
been given to improved techniques of 
coal getting and less to major pit recon- 
structions. There have, for example, been 
no new sinkings approved during this 
period. Perhaps this is a point about 
which you might like to ask Mr. Weekes. 
There are not very many opportunities to 
sink new pits today. Our expenditure 
on plant and machinery for short life 
equipment has increased in the last six 
years from some 66 per cent, of our 
total expenditure to 76 per cent. Plant 
pool equipment, which is the moveable 
plant we keep for surface and under- 
ground work including the powered roof 
supports and mechanised coal getting 
equipment, was 36 per cent, of the total 
expenditure in the last five years. I 
think it would be right to say that the 
Board’s capital expenditure has been very 
much tailored to the changing condi- 
tions which we found in the industry. 
We have, I think, brought about a fairly 
major technical revolution in the pits 
and we have been able to achieve very 
substantial improvements in the produc- 
tivity. I think it is fair to say it has 
been done during a period of major 
contraction _ of the industry, very much 
In line with successive Governments’ 
policies which were talked of during the 
1960s. We have done it while keeping 
a proper balance between supply and 
demand and fortunately without causing 
too great a social problem in the coal- 
fields. That, Chairman, is a little back- 
ground which could help you in looking 
at the problem of our major capital 
investment decisions in the last ten years. 

455. Thank you very much Mr. 
Clements. You mentioned that produc- 
tion has dropped from 190 to 109 


million tons. I f orget the precise period 
over which that happened. You then 
went on to say this was, of course i! 
part due to the strike. How much of 
the drop was due to the strike, in y ou 

estimation? We had a 7 week strike 

with the best part of 3 .million tors a 
week, it would be of the order of 20 
million tons. 

Mr. Golding. 

456. Firstly on safety, could you tell 

me whether there has been a reduction 
in the hazard from pneumoconiosis as 
a result of the introduction of power 
loading machinery? In what specific 
ways has mechanisation led to greater 
safety and what are the figures? Yon 
did during your introduction mention 
strikes and overtime bans and what- 
have-you: would not the Coal Board 
want to acknowledge the co-operation 
of the National Union of Mineworkers 
in bringing about the technical trans- 
formation of the coal industry over the 
last decade or so? With your per- 

mission, I would like to answer the last 
point first, then ask Mr. Weekes to deal 
with -the first. I would certainly like to 
place on record the Board’s appreciation 
of the co-operation we have received 
from the NUM and the other unions in 
all the work we have done. We could 
not have done it without their co- 
operation. I am delighted to be able to 
say there is not the slightest degree of 
resistance as far as the unions are con- 
cerned in our association with them, and 
with regard to the introduction of new 
equipment there has always been readi- 
ness and willingness to attempt to 
introduce this. 

Chairman. 

457. Is it not possible that in this very 
harmonious relationship over the wind- 
down you were both mistaken? In other 
words, were you both not a bit pessi- 
mistic in terms .of the long-term future 
of coal? Perhaps you both ought to 
have fought a little more strongly for 

a bigger place for coal? 1 think one 

would say the 1960s was a rather differ- 
ent period from the one we are facing 
as we now look forward. After all, 
through the 1960s successive Govern- 
ments appeared to be of the view that 
the place for coal in the economy and 
energy market was almost certain to 
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decline. As you know, my Chairman 
has been very outspoken on what we 
believe to be the change as we now 
look forward. The place of coal in the 
years ahead might be very different 
indeed from the thoughts that were 
expressed during the 1960s. 

458. Mr. Weekes, would you like to 

supplement? (Mr. Weekes.) May I 

comment on the question of pneumoconi- 
osis? In the early 1960s when this tre- 
mendous drive for mechanisation started 
we anticipated with these big powerful 
machines we would get more dust. What 
we did not anticipate was the phenomenal 
success we would have with them and 
the rapid spread of these machines to 
varying jobs and conditions. It took us 
a year or two with the N.U.M. and the 
Inspectorate of Mines to carry on 
research and development. We put a lot 
of money into it. Now we think we 
have jolly nearly beaten it. The straight 
answer to the question is — over the last 
10 or 11 years the incidence of pneumo- 
coniosis per thousand men employed has 
reduced by about one third. That is 
not to say we have not still got a long 
way to go, but it has improved to that 
degree. But we had a set-back for a 
while. It takes a while. 

Mr. Dormand. 

459. I am very surprised, if I may say 
so, to hear Mr. Weekes’ statement on 
pneumoconiosis. Indeed, I think the 
present position is that the Board is on a 
plateau and cannot make any progress 
with pneumoconiosis. I follow 'this very 
closely, Mr. Chairman, and I can refer 
Mr. Weekes to the latest report of the 
Chief Medical Officer which states quite 
specifically that at the moment there are 
obstacles that they cannot overcome? 

No. The latest figures we have for 

1971 show a fall. It is not a big enough 
fall, let me hasten to say. For some 
years, because of this great rise in mech- 
anisation, the rate of improvement 
decreased but it is nevertheless a fact that 
the incidence of pneumoconiosis is a 
third of what it was 12 years ago. We 
have very great technical problems to 
overcome. We believe now we are on 
the point of overcoming many of them. 
We have tighter standards. In the last 
two years we have had a different 
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method of measurement, and this has 
proved a tremendous help to us in getting 
to the root of the problem. We put 
more money into research and develop- 
ment, again with the unions and the 
government research departments. We 
honestly believe we are breaking through. 
Our result for approved faces by our 
standard of measurement is now 92 per 
cent., but we still have 8 per cent, or 9 
per cent, of our faces which are not 
achieving the standard. 

460. As I was about to say when Mr. 
Weekes answered the first part of my 
question, the gravametric system is to be 
the subject of a report after, I think I am 
right in saying, two years’ experience. 
That two years is not yet up. I have 
asked questions in the House about this. 

I am constantly referred to the fact that 
the report has not been issued. I wonder 
whether Mr. Weekes is being a little 

optimistic about the position? 1 do 

not think so. I think I am being very 
realistic. It has only had two years, 
although we had experiments on a 
limited basis before with the unions and 
with H.M.I. We are very confident this 
method of measurement is the best pos- 
sible. It approaches nearly a man’s 
nostrils and a man’s lungs rather than 
the old method of counted dust particles. 

I think we are really on to the right thing 
now. 

461. This is situated about 70 yards 

from the coalface, is it not? No, a 

series of measurements can be taken any- 
where in the pit. Our measurements are 
increased if we get bad samples. There 
are standard places we take them from 
for routine purposes at fixed distances 
from the face. We follow up to get the 
bad spots when we get bad results. 

Mr. Crouch. 

462. I would like to ask Mr. Clement 
if he could comment a little further on 
the tremendous growth in mechanisation 
in the 10 to 12 year period he spoke 
about on chart 4? Also over the same 
period there was a very considerable 
closure of pits. Could he tell us how 
many times the longterm capital planning 
programmes went wrong in the sense that 
the Board made big investments in pits 
which were subsequently closed? Or did 
the Board’s longterm planning take 
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account of the fact that it was going to 

close at this rate? (Mr. Clement.) 

Here, Mr. Chairman, it seems to me that 
we are going back to the early 1950s 
when undoubtedly a very large number 
of major reconstructions and new sink- 
ings were authorised. All one would say 
on this is that mining is probably one of 
the highest risk industries there are in 
this country. Unfortunately we do not 
know what is ahead of us when we set 
out on the construction of a colliery. We 
can carry out boring to determine what 
the reserves are, but Mr. Weekes, I am 
sure, could help you very much more 
than I can on this one. I am sure you 
could not bore the reserves of coal suffi- 
ciently to be able to be absolutely certain 
of what lay ahead of you. Certainly 
there are a number of collieries — one 
thinks, if you like, of Rothes which inci- 
dentally, started sinking before the Board 
took it over when it was formed in 1947, 
which did not live up to the hopes of 
either the pre-vesting date company or in- 
deed the Board in carrying on. The geo- 
logy turned out to be far more difficult 
than we could ever have hoped or wished 
for. There have been other cases where 
things have gone wrong. One would not 
dispute this at all, but if Mr. Crouch has 
any particular cases in mind perhaps I 
can help. It is difficult to recall all the 
cases. 

463. I have a particular case in my 
own constituency. I think there was a big 
investment in Chislet Colliery where I 
thought the N.C.B. knew the geological 
structure was such that they would always 
have problems of achieving high produc- 
tivity. The investment ran into some 
millions, then suddenly the pit was 

closed? -Again perhaps Mr. Weekes 

could help me. I would think there are 
very few collieries into which we go 
where the geology is not difficult. One 
is hopeful that we will find ways of 
working the coal with which we are 
faced. The one thing about mining is 
that it is still very much, I think Mr. 
Weekes would agree, an art and not a 
science. Therefore, I think, thank good- 
ness the mining engineer in facing his 
problems is always optimistic of finding 
a way round. There have been many, 
many examples of pits which have been 
in deep trouble and where changed 
mining methods have enabled us to make 


something of them. There might equal!, 
well be some cases which are quite hot* 
less. Chislet was one, I should (hint 
(Mr. Weekes.) Yes, you are quite risk 
We have had problems but we have als 0 
had success stories from difficult nils 
Cynheidre in South Wales is a deep mke 
with extremely bad geological conditions 
and for some years we had difficulties' 
but we persisted. I think it is fair to say 
our knowledge of mining geology has 
improved considerably and techniques, 
information interpretation from bore- 
holes, and seismic interpretations have al] 
helped considerably. We have become a 
jolly sight better in the last ten years than 
we were. 

464. This helps me very much because 
the coal industry is coming into a new 
era with a new expectation and a great 
deal of government money is now being 
put behind the N.C.B. and industry 
generally. One hopes that the technical 
and industrial disciplines as well as the 
financial disciplines have improved to the 
extent that we can be more sure of oar 

bets in the future? Without wanting 

to sound smug, I think this is so. Again, 
as with pneumoconiosis, I am not satis- 
fied that we have all the answers. We 
are a jolly sight nearer them now and 
can be more certain than we could have 
been a decade ago. Again, we are spend- 
ing a lot of research money improving 
our techniques, especially being in Europe 
and linking up with Germany in 
particular. 

Chairman . 

465. May we now refer to your memo- 
randa which we numbered M.8 and M3? 
First, has the industry’s adverse economic 
experience of the last few years caused it 
to re-examine its methods of longterm 
planning? Have there been any new 
difficulties which have made this planning 

harder than in the past? (Ml. 

Clement.) If you talk of the 
economic difficulties, Chairman, and if 
you attempt to assess it in terms 
of the demand with which the in- 
dustry is faced, certainly, yes, the 
decline in the demand for coal 
has affected our longterm planning 
If you refer to it at tire level of losses 
as a result of the unofficial strikes v.e 
have, I do not think it has affected 
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our long-term planning. If you look 
at it from the point of view of successive 
Governments’ declaration on energy 
supply, I do not think it has had an 
adverse effect. I would not feel so. 
But, on the other hand, for example, 
last year we approved a very extensive 
boring programme to search out new 
fields for the years ahead. Mr. Weekes 
may be able to comment on this. I feel 
perhaps that, had there been a more 
outward looking policy on energy at the 
time we approved this, we might have 
gone for an even bigger programme than 
we did. It may be that Mr. Weekes 
will be coming to the Board very shortly 
suggesting we ought to spend more. I 
leave him to answer that one. But I 
think the point we have to come back 
to at the end of the day is that, whether 
we extend our long-term planning at 
this point of time really much depends 
upon what the Government of the day 
wishes us to do, because after all they 
provide the funds to enable us to do 
these things. Therefore, I think we 
would look for a lead as to what is to 
happen in the years ahead. We can 
have our views, but they cannot be 
translated into fact unless they also 
are supported by the Government who 
would approve the funds, in effect. I am 
quite sure we would not embark on 
the preparation of a major reconstruc- 
tion or sinking of a new pit with all 
the effort that is involved unless we had 
a reasonable indication that a proposal 
of that nature would, in fact, be sup- 
ported. So my answer really is. Chair- 
man, that whilst the Board is really 
responsible in law under the 1946 Act 
for making supplies of coal available 
in the quantities and qualities as may 
seem to the Board best suited to the 
needs of the public interest, we cannot 
in fact do that without access to the 
funds that are necessary to do it, and 
there the Minister and the Treasury do, 
in fact, hold the strings. Secondly, in 
looking to the future, whatever we may 
feel about the potential demand, it must 
be recognised that the level of demand 
in this country is determined today by 
the decision to build or not to build a 
coal-fired power station, or indeed pos- 
sibly to approve the conversion of a 
coal-fired station to oil. These are de- 
cisions which very much affect the; level 
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of demand on the industry and your 
long-term planning is dependent on the 
level of demand. 

Mr. Golding. 

466. Are you saying the introduction 
of the Coal Mining Bill has not ended 
the uncertainty in the industry and that 
there is still on your part lack of know- 
ledge of what the Government wants 
from the coal industry in terms of a 
total energy programme? — -Chairman, 
I cannot remember the precise words 
used by the Minister of Industry, or 
indeed by the Secretary of State, when 
he introduced the subject, but I think 
he made it very clear that the support 
which was being given to the industry 
at this time was to enable it to deal 
with the problems that were emerging 
in the next three or four years of tailor- 
ing supply and demand and controlling 
the rundown of industry to avoid undue 
hardship in the coalfield areas. That 
is the purpose for which the Bill was 
designed in the short term, as you know 
in its effect. What may come out oi 
the Secretary of State’s review of energy 
policy is still to be revealed. Presum- 
ably if in his wisdom he feels the energy 
policy of this country must take a turn 
about and coal be given a bigger place, 
then, as is apparent at the present, there 
will have to be further money spent on 
the development of the industry because 
it is quite inevitable in coal mining that 
from the day a pit opens, so it declines. 
Therefore, if we are to create and even 
to maintain the present level of output 
there will have to be very substantial 
money spent in the reconstruction of pits, 
in the developing of seams of coal in 
existing pits, in file developing of drifts 
and the sinking of new pits, if that level 
of output is required. 

Mr. Dormand.] Could I first refer 
quickly to what Mr. Weekes said about 
pneumoconiosis and ask whether you 
would agree to him being asked to 
present a brief paper on pneumoconiosis, 
particularly in relation to capital invest- 
ment? 

Chairman. 

467. That would be useful, would it 

not? Yes, if it would help the Sub- 

Committee, we will do that with the 
greatest pleasure.* 

Appendix II. 
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Mr. Dormand. 

468. My question has been dealt with 
to some extent in the last two questions. 
As to this fundamental problem which 
faces the Board with its capital invest- 
ment programme, it seems to be gener- 
ally accepted now that one of the most 
difficult exercises in modern economy is 
forecasting the demand for coal within 
the whole energy picture. This came 
out very clearly, I thought, in the recent 
coal debate. I think Members here 
today will agree that one of the most 
powerful speeches made in that debate 
was by the Member for Wolverhampton 
when he dealt with 'this particular aspect 
and said it could not be forecast at all, 
so the Government was wasting money 
vith its recent proposal. My question 
s, would Mr. Clement tell the Sub- 
committee in some detail what the — to 
my mind — very necessary co-operation 
must be between the Government and 
the Board to come to the decision and 
supplement that by telling us why he 
thinks — perhaps I should say “ if he 
thinks ”■ — that the present structure in 
personnel, in organisation is adequate or 
satisfaetoiy to help to come to what I 
keep calling the right decision on the 
level of coal demand within the whole 

energy picture? Perhaps this ought 

to be divided into two parts. First the 
shorter term forecasts which, heaven 
knows, are difficult enough; then the 
longer term. I would like, with your 
permission, to ask Mr. Parker to com- 
ment on the longer term. He is con- 
cerned with the planning work in that 
field. If I may take the shorter term 
first, in forecasting the demands of the 
industry we are fortunate in that we have 
very good relationships with our custo- 
mers. We talk freely with, for example, 
the Central Electricity Generating Board, 
with the Scottish Board. We have the 
benefit of their thinking on the levels of 
power demand as they see them which 
we can convert back into coal require- 
ment. Having got the benefit of their 
views, not infrequently we may modify 
them one way or another as we think 
might be appropriate against the back- 
ground of experience. Our relationships 
with the British Steel Corporation are 
extremely good ; we are able to talk 
with them as to their levels of demand. 


Indeed, we can go through the whole of 
the field, apart from our own organisa- 
tion, Coal Products, where again we are 
fortunate in being able to know what 
they are proposing to do. Our contact 
with our customers in the field generally 
does enable us to build up a reasonable 
short term picture. I am talking of per- 
haps one, two and three years ahead. The 
machinery we have for that is part of 
our day4o-day business. Our Marketm» 
Department must know what is coming 
ahead ; this is part of their machine • 
they are geared to it. Perhaps here! 
Chairman, it would be of more help if i 
asked Mr. Parker to talk on the longer 
term position. 

469. What is the proportion of 

domestic coal sales? Currently about 

20 million tons out of 130 million tons, 
about one sixth or 15 per cent. 

470. Would you agree that you cannot 
be anything like so sure on that aspect 
of your sales as on the big purchasers 

about whom you have been talking? 

Yes and no, Chairman, because you have 
a multiplicity of customers ; therefore, 
the law of averages will work very much 
more through -the domestic field than in 
the other. Take, for example, ICI: we 
have a first-class contact with ICI but a 
change of policy as far as they are 
concerned has a very marked and sharp 
impact on the levels of demand. In the 
domestic field I think our statistics and 
knowledge of the market, our associa- 
tions with the distributive trade and, 
indeed, the information we have flowing 
through from the solid fuel firing appli- 
ance manufacturers all give us a clear 
indication of the changing levels of 
demand in the domestic field. 

471. Now the longer term? (Mr. 

Parker.) I would like to elaborate on 
one or two of the points which Mr. 
Clement has put forward. He outlined 
initially die way in which the emphasis 
of the Board’s capital expenditure has 
changed as between the 1960s and the 
1950s. I think it is a useful place to 
remind ourselves of the very consider- 
able change there was in the general 
energy situation between those two 
decades, both nationally and inter- 
nationally. In the former, of course, we 
were very much conditioned by general 
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energy shortage, and in the 1960s we 
had 'a situation where in real terms oil 
got progressively cheaper throughout the 
decade whereas coal was subject to 
national inflation in the economy. These 
were the underlying forces which con- 
ditioned the Board’s activities in general 
and investment in particular. If we then 
look into the future, if we see ourselves 
moving into an era whereby the general 
level of energy prices will rise substan- 
tially, as appears to us to be very prob- 
able, this would put a very different 
complexion on long term planning. 
Quite clearly, a level of output which 
could not be supported at 2]p a therm 
could be supported at 5p a therm. But 
I think one has then got to go on to say 
two things. Firstly, in our present finan- 
cial situation, which Mr. Clement has 
indicated, it is not possible for the Board 
to take a unilateral view of this matter. 
The second point I think one should 
make is the very long lead time involved 
in changing course. The obvious ex- 
ample here, of course, is to sink new 
mines for primary capacity. In that way 
it is a ten year job. To have a major 
scheme at existing pits can be a five year 
job. So that we are talking about 
genuine long-term decisions here, and 
long-term decisions which it is not 
possible for the Board in its present 
state to take unilaterally. 

Sir Donald Kaberry. 

472. Is development of open-cast coal 
a long-term decision or a shorter term 

one? (Mr. Clement.) You can open 

an open-cast site in 18 months or some- 
thing like that — that is, if yon can get 
approval on environmental grounds. But, 
even so, the amount of coal coming from 
that per annum is relatively limited, that 
is, from an individual site. There are 
not many where you would get more 
than a few hundred thousand tons a 
year. 

473. How much of the total of 147 

million is represented by open-cast pro- 
ducts? About 10 million tons. 

474. It is worth having, is it not? 

Indeed, a most valuable tonnage. 

475. I hear an aside. Are you blocked 

in your desires to have more open-cast 
coal workings? We have some diffi- 

culty in getting the approvals as quickly 
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as we would wish to have them, but 
there are environmental problems which 
have to be overcome, I appreciate that. 
We only ask for open-cast sites where 
we need the coal because of its quality 
or because of market shortages, and to 
that extent we are depriving the Board 
and the country, I think, of coals which 
could be used. 

Mr. Stoddart. 

476. I have been listening very care- 
fully to what you have been saying. Of 
course, it is the fact that your largest 
customer is the C.E.G.B. What shines 
through bright and clear, not only in 
hearing you but in hearing the other 
authorities as well, is that you all appear 
to be working virtually in isolation ; 
that, in fact, although you are dependent 
one upon another, your decisions are 
nevertheless being taken in isolation and 
without due regard to the overall energy 
sources available. Would you not feel 
that there ought to be some more formal 
way — perhaps through government aus- 
pices or through an energy board — 
where the various authorities, including 
the oil companies, are involved in the 
working out of an energy policy of a 
long-term nature into which each indus- 
try would be slotting in the way which 
best suited the general economy of the 

country? This is a very big subject. 

One would assume that in the Depart- 
ment of Trade and Industry, which today 
encompasses not only coal but electricity, 
oil, and gas, the individual decisions 
which the industries have put forward on 
investment would be weighed up and 
their various factors considered. For 
example, if a nuclear power station is 
proposed we certainly always let our 
Ministry know whether we have coal 
available to replace it. We do indeed 
sometimes press that it should be a 
coal-fired station. The decision does not 
always ,go our way. For example, the 
atomic energy station in Hartlepools 
which we felt very strongly should be 
coal-fired unfortunately was not coal- 
fired. I can only assume that the various 
factors which you have very much in 
mind were weighed by the Ministry. I 
hope they made the right decision. 

Chairman. 

477. Do you as a person with a ring- 
side seat get the impression that there 
G 3 
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is any sort of political lobbying, if I 
could use an indecent expression, in this 

sort of situation? 1 am. never really 

conscious of that, Chairman, not that 
there is a political lobby, no. 

478. If I may change the direction of 
our questioning, would you care to com- 
ment in more detail about your use of 
discounted cash flow techniques? In 
what particular ways have these tech- 
niques been developed since evidence on 
the subject was given to Sub-Committee 
A during their inquiry in the session 

1968-69? Certainly I commented on 

the Board’s approach to the discounted 
cash flow techniques at the Select Com- 
mittee in April 1969 when I expressed 
the view that we had done too little of 
their work to be able to say we could 
take them all full-bloodedly. You prob- 
ably recall that we finished up by talking 
about the hurdles of D.C.F. and the 
hurdles of our conventional approach. 
All I would say at this point is that 
our experience of the use of D.C.F. 
techniques has been good in that it has 
enabled us to demonstrate the sensitivity 
of important factors in capital projects. 
I have in mind particularly, for example, 
the time of construction of an activity 
or a colliery. It does enable you to mea- 
sure what the impact might be of over- 
expenditure and the results. It does 
enable you to look at the impact of the 
variations of level of output and take 
all these combinations together. From 
that point of view I certainly think it has 
been helpful. However, we have qualifi- 
cations even so. We do not like what I 
call the “ go no-go ” approach which is 
frequently followed because all too often 
a no-go approach as far as the mining 
industry is concerned would lead to the 
closure of the colliery. If you do not 
do the expenditure, it finishes it. On this 
basis, I am pretty certain we could almost 
show a very adequate justification of any 
capital project. So rather we take a 
test which we think is a little stiffer 
in that we assume that the colliery would 
continue at its present level of operations. 
Then we proceed to judge what the 
impact of the new scheme would be 
against that. This we feel is a more strin- 
gent test and one which we have followed 
in the approach, but Mr. Newman is 
much more experienced in the use and 
application of the D.C.F. techniques than 


I am. If you wish, I am sure he would 
enlarge on this. (Mr. Newman.) We 
have, in fact, extended the use of D.C F 
techniques to all our major project 
appraisals and, indeed, to most of the 
minor projects. We do judge them very 
largely by cash flow, both in terms of th e 
discounted return and the pay back 
There is still this problem— and there 
will always be the problem— which Mr 
Clement has pointed out, that in trying 
to make comparison with what would 
happen without the investment we are 
up against this difficulty, .that apart from 
new sinkings (which now are not .taking 
place) one is comparing a deteriorating 
situation without an investment with an 
improving one. Oviously this doubles 
the element to which your forecast may 
be wrong. You may be overstating or 
understating the deterioration or over- 
stating or understating the improve- 
ment. This is why we do this double 
test. The other thing we do is to try 
to establish whether the pit with the 
scheme will be operating in what we call 
a favourable environment. In other 
words, we take the whole of the capital 
investment in the colliery as it is and as 
it will be and we project this forward. 
We then do a D.C.F. exercise, discount 
it, see if it passess the 10 per cent, test, 
and gives a positive picture. Along with 
that we do these series of exercises on 
the various sensitivities to establish 
whether it is sensitive to the cost of the 
investment, to the amount of production, 
the productivity or the market, or what- 
ever it is. Normally before these projects 
are put before the Board for approval we 
will go back to the proposers, to the 
mining experts, and ask them to look 
again at these factors where the sensitivity 
is high to see if there is anything that 
can be done to reduce it, or whether one 
should write down the figures. So that 
we do make these very extensive efforts 
to satisfy ourselves. Referring to your 
earlier discussions about the changes, in 
the last year we have introduced a very 
much wider marketing appraisal. We 
have not only introduced an appraisal of 
the pit itself, but of the whole coalfield, 
so as to satisfy ourselves that there are 
reasonable prospects of selling the coal 
where we produce it. I think that those 
are the major methods that we use. We 
did try and set them out briefly in our 
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Memorandum to you, but if there are 
any other points perhaps you would care 
to ask us about them. 

Mr. Dormand. 

479. How low in the Coal Board struc- 
ture, does the Board go in getting the 
basic facts? Do you go down to the 
managers of each individual pit for 
capital recommendations, or do you stop 
at the Area Director level, or what do 
you do?— {Mr. Clement .) The develop- 
ment of a project will certainly involve 
full discussion with the colliery manager. 
The idea may originate in the area, but 
no project would be put forward without 
the colliery manager being fully in- 
formed. Mr. Weekes has worked in the 
areas for a long time and possibly he 
might be able to give some valuable in- 
formation. (Mr. Weekes.) I cannot add 
to what has already been said. 

480. Is it common practice for the 
manager to submit his capital recom- 
mendations to the pit consultative com- 
mittee, or is this a matter left to the 

individual manager? Where there is 

consultation the information would go 
down the consultative channels, but X 
do not think the manager would consult 
them before submitting his recommenda- 
tions — this would take place in planning 
meetings which are arranged at regular 
intervals. 

481. The Chairman of the Coal Board, 
Mr. Ezra, has said on a number of 
occasions recently that .the new consulta- 
tive committee structure is “ a reality ” 
and something which has a great deal of 
force. Do you not agree that this is 
very much a field in which the miners 

ought to be involved? (Mr. Clement.) 

We certainly agree that full consultation 
in the right way is a most valuable 
feature with regard to ensuring proper 
operation. 

482. Concerning capital? Yes. Quite 

obviously consultation in the right 
way with men who have practical ex- 
perience will often give great improve- 
ment with regard to techniques and one 
would accept that. (Mr. Weekes.) Be- 
fore any new technique is introduced 
into a pit, no manager would dare intro- 
duce it without telling them about it, 
involving them in some training and 

394416 


getting their ideas about it and that 
would be done with regard to a minor 
capital project or a major one. 

483. In view of Mr. Ezra’s recent 
statement on this, would the Board 
insist on colliery managers going to this 
extent? — --(Mr. Clement.) I think that 
they certainly would insist on this. Per- 
haps I may deal with the matter in a 
different way: we have recently revised 
the whole of our colliery review pro- 
cedure. In effect the areas will be dis- 
cussing with the colliery managers and 
the colliery consultative committees the 
performance of equipment and the way 
it can be improved. That will bring into 
the picture the question of capital ex- 
penditure which may be required and 
various other ways to improve perform- 
ance. So, 1 think the answer to your 
question is “Yes”. 

Chairman. 

484. Would you like to enlarge some- 
what on what is in the Memorandum 
with regard to your pricing policies and 
especially the long run implications of 

those policies? This is a very large 

question. 

485. Yes, but I want you to answer 

it in a very brief form? My col- 

leagues may wish to comment on this, 
but I would start by looking at the 
question of our pricing policy and saying 
that we do Eve in a sort of practical 
world. The problem which is facing 
the Board all the time is that of balancing 
the revenue accounts, year by year, or 
over the five-year period which is re- 
quired under the Act. In looking at 
pricing we cannot take a long term view 
based on perhaps theoretical assessment 
of what the future cost level may be. 
If we were, for example, to adopt a 
high level of future costs for our current 
pricing, then, undoubtedly I should 
think, so far as the coal industry is 
concerned where we are already working 
fairly near the margins of pricing^ it 
would result in a rather savage reduction 
in demand. If there is a heavy reduction 
in demand, then we will be faced with 
the problem of contraction of the in- 
dustry and we will also be faced with 
an intolerable closure programme which 
at this time we cannot face, because we 
have a big enough one already. At the 

G 4 
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other end of the scale, if we were to 
adopt a lower cost as the future pattern, 
then we will be faced with the problem 
of even bigger deficits than we are faced 
with at the present time. That does not 
seem to me to be a practical approach 
and I am sure that the Government 
would not be willing to assist us to a 
greater extent in years ahead to ensure 
that the cost levels came right in five 
or fifteen years time. So pricing policy 
I think, perforce, must come back to the 
market place as far as we are concerned. 
This is the policy which we have fol- 
lowed, but we do recognise that there is 
a need to perhaps attempt to equate 
costs and selling prices in some of the 
areas such as Scotland, the North East, 
South Wales and Lancashire where, in 
fact, we have been faced with _ very 
heavy losses over the years. We intro- 
duce factors to tailor supply and demand 
through the price mechanism in those 
parts of our production. What must be 
recognised in the long term is that some 
of these heavily losing pits must be 
eliminated, but to go beyond that to the 
relationship of a pricing policy to the 
long term investment plans of the in- 
dustry I would like to say that that is a 
matter with regard to which I am not 
quite sure how we would bring them 
together. 

Mr. Crouch 

486. Under the coal industry's Bill 
now before Parliament, there is a clause 
to promote the sale of coal for electri- 
city generation. I wonder if you can 
tell us — or perhaps through you Mr. 
Chairman, it is a matter we could be 
helped with if we had a Paper on it — 
how you will apportion the £50 million 
over the period 1974 to 1976, bearing 
in mind (that you axe getting a subsidy, 
whereas before there was a subsidy to 
the C.E.G.B. and the Scottish Board. 
I happen to be on the Standing Com- 
mittee and we are not sure of the very 
sophisticated financial machinery you 
will have in order to accommodate this 

money? 1 am not quite certain at 

this point of time how this issue will be 
resolved, but if it was left to commer- 
cial settlement I think I can see a way 
of doing it. I do not want to prejudice 
some of the discussions that are going on 
with the C.E.G.B. and between them 
and the Ministry, but the approach I 


would like to make would be to agree 
with the Electricity Board the base level 
of tonnage that they will require for 
1973/74. I think we can do that within 
the tolerance of one or two million tons 
Then, because we think it is necessary 
for the Board to be able to supply 
about 65 million tons of coal a year for 
the next three years to the C.E.G.B. to 
avoid major problems of stocking or 
running-down in the industry, I would 
like to be able to negotiate a commercial 
price with the C.E.G.B. for the addi- 
tional tonnage which they take over the 
base tonnage — I think we could agree 
within a tolerance without too much 
difficulty. However, whether that would 
meet the Treasury requirements, I could 
not say, but I certainly do think that 
there is a way of doing it. 

Chairman. 

487. I find your answer very interest- 
ing indeed. You say if it was left to 
commercial considerations, what other 
considerations, apart from Government 
directives would your Board be interested 

in? 1 am sorry. In point of fact, 

for example, on the previous occasion 
the Ministry and the Treasury nego- 
tiated a lot of these figures with the 
C.E.G.B. and I hope I am not wrong 
in saying that they are still very in- 
terested to see what is done. 

488. You had the bargaining taken 

out of your hands really? Yes. 

Mr. Donnand. 

489. You referred a few sentences ago 
to the need for the closure of heavily 
losing pits. Those of us who live in the 
mining areas have learnt some bitter 
lessons from the pit closure schemes over 
the last decade or so and we are still 
learning. I have the impression, per- 
haps wrongly, that the demand for coal 
is going to be so great that there are 
virtually no circumstances in which a 
pit would be closed. I wonder if you 
can tell us more about the criteria 
which would be used for pit closures in 
say the next five years or even the next 

decade? Of course. Certainly the 

situation can change and ultimately we 
come back to the need for a very clear 
lead from the Government as to what 
demand we are likely to be required to 
meet. Perhaps I may take the case of a 
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pit the closure of which has recently 
been proposed, namely, Solway. We are 
losing there, I think, about £10 or £15 
a ton. I fail to understand how, under 
any economic circumstances, continued 
production could be justified in that case. 

I think we could import what coal is 
needed in place of what it produces. 

I think that in the country’s interests 
the total sum might show that such 
action might be beneficial in a case like 
that — perhaps I have taken an extreme 
example. 

Chairman. 

490. One can see the social reasons 
it should not be closed, but that is not a 

matter for you? In one sense no, but 

they are our employees and one is con- 
cerned to see that there is provision made 
for them. 

Chairman .] My point is this: in your 
pure function as a Coal Board you are 
not a charitable institution. In other 
words, the social cost factor is something 
for the Government and not for the 
National Coal Board. I think it is 
important that the commercial aspect and 
the social aspect should be kept separate 
in our thinking. 

Mr. Dormand .] With respect, I think 
that the picture is not perhaps quite so 
simple as that. The coal industry for 
many years now, and more so under the 
current Bill, could be described as part 
of a social institution. It must have 
regard to some of the social effects and 
millions of pounds have been put into 
the new Bill specifically for this purpose. 

Chairman .] But that is with regard to 
the Government. 

Mr. Dormand. 

491. Yes, but the point I was coming 
to was that within the umbrella of the 
many millions of pounds for social pro- 
vision it seems to me that there must be 
a fair degree of freedom on the part of 
the Board to decide within that total 
umbrella. Mr. Clements said, when he 
quoted the pit which had been losing £10 
or £15 a ton that he could think of no 
reason it should be kept open. I would 
say that there is one very good reason 
it should be kept open, and that is a 
social one. If the community in that 


place was wholly or almost completely 
dependent on that pit, I am not saying 
that the pit ought to be kept open for 
an indeterminate time, one would have 
thought that on that scale, of course, the 
Board would say that there was no alter- 
native industry in Solway, or wherever it 
was, and so it would guarantee life for 
five years while the Government’s Indus- 
trial Act takes effect? If it was pos- 

sible to continue to operate the colliery 
at a level of loss acceptable to the 
Government, yes, certainly we could do 
that, although of course we are faced 
with the problem of whether there is any 
coal there that really can be worked. 

492. That is a different reason? As 

far as Solway is concerned, there is cer- 
tainly coal there, but you cannot be 
certain how it is going to turn out— 
it is a very broken coalfield. Mr. Weekes 
will probably be able to help a little 
more. If I can come back to the main 
point of your question I would say that 
there was a case for what you have 
suggested where alternative employ- 
ment is not available, or there 
may be a case for it. There are pro- 
visions to meet this, but I think it is 
only fair to say that the Board’s pro- 
posals for closure do not emerge very 
rapidly. The situations are seen to be 
developing and the situation of Solway 
has been known for a long time. We 
have pressed the Government to make 
provision for alternative employment 
and I believe that the Minister for Indus- 
try either has, or shortly will be, referring 
in this particular case to the steps that 
will be taken. Provided that is done — and 
our hope is that there will be some col- 
laboration between ourselves and the 
regional authorities to ensure that there 
are jobs coming in — surely there would 
be no case for keeping a pit open beyond 
when that alternative employment is 
found? 

Chairman. 

493. When you come to the regretful 
decision that a pit has to be closed, do 
you, as a matter of some urgency, con- 
tact the D.E.P. or some appropriate 
Government agency, or what do you do? 

There is a very well established drill 

for when a pit is coming up to closure. 
As I have said, the probability of closure 
is known for quite a while and indeed 


Printed image digitised by the University of Southampton Library Digitisation Unit 


154 MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


7 February, 1973.] Mr. D. M. Clement, C.B.E., [ Continued . 

Mr L. Grainger, Mr. F. H. Newman, Mr. P. G. Weekes, 
and Mr. M. J. Parker. 


we do give prior warning of the pos- 
sibility or perhaps the probability of 
closure to Departments and I think that 
they indeed, do let their regional author- 
ities know. However, as we move up 
into the more finite stages there is a 
clearly defined plan for informing all 
the appropriate authorities of the 
decision. 

Sir David Kaberry. 

494. Can you enlarge on the pricing 
policy with regard to the unfortunate 
domestic consumer. What checks are 
used to see that we are not overcharged 

for the coal? The biggest check, of 

course, is the price of alternative fuels. 
This is the biggest constraint we have at 
the present time. We are losing busi- 
ness in the domestic market, as I was 
reminded a little earlier, due to the 
competition coming from gas, and oil 
to some extent, and that is an automatic 
constraint. 

Mr. Crouch. 

495. Do you envisage the industiY 
having to operate against this automatic 
restraint after shall we say 1976? When 
we talk about pricing policy do you 
feel confident to be able to say to your 
colleagues on the Board that we have 
to find a price and so find a market? 

You are putting a finite term on 

it — you say after 1976. 

496. I was only referring to the Bill 
which talks of a period of subsidy with 

regard to that? All I would say at 

this point of time is that whether or 
not we can do so will depend very much 
on the market conditions. If, indeed, 
oil prices have advanced substantially 
and we have great price flexibility, there 
will be a greater opportunity. As you 
know the Bill does provide for the 
Board receiving grants up to the order 
of say £70 million in each of the next 
three years. I do not think it is possible 
to envisage a situation in which in the 
third year we do require to ask for a 
grant of say £50 or £60 million and that 
in the subsequent years there will be 
a very sudden change. On the other 
hand, if the markets are moving in our 
favour it may come more quickly than 
I anticipate. 


Mr. Stoddart. 

497. May I ask how you fix pricing 

policies in relation to the C.E.G.B. You 
have mentioned changes in the market 
but a power station is built to last for 25 
or 30 years? 15 to 20 years. 

498. So, in actual fact, you have to 
fix a price with the C.E.G.B. presumably 
which is going to be fed to you at tie 
Coal Board, and fed to the Electricity 
Board and consumers over a long period 
of time. I would like to know how you 

work this out with them? We have 

no contracts at all with the C.E.G.B 
either short or long term, therefore, the 
price at which we sell to them is the 
Board’s current list price. For example 
if we were compelled at the end of this 
year to ask for a price increase or to go 
for a price increase, it would apply to 
all our supplies to the C.E.G.B. as well 
as our supplies to other customers. 

499. I would like to follow this point 
up, because this really is important, par- 
ticularly at this time. In fact, the 
C.E.G.B., together with the Government 
would be making decisions as to what 
sort of power stations to build on current 
conditions. What I want to know is 
what projections are going to be made 
15 years ahead, which is half the life 
of a power station, to see which is the 
best sort of power station to build at 
this point of time price-wise. Do you 

see what I am getting at? Yes, I 

certainly see your point. What I cannot 
tell you is what assumptions the C.E.G.B. 
may make with regard to their assess- 
ment of fuel prices for the years ahead. 
(Mr. Grainger.) In 1967 when evidence 
was given to the Select Committee on 
Science and Technology the question of 
what power stations to be built was dis- 
cussed and eventually the decision of 
Hartlepool came out. If you look up 
the evidence you will see the very 
sophisticated study which the Electricity 
Council and the C.E.G.B. gave to this 
and they did, in fact, put into their 
studies very real assumptions about 
future fuel costs. They do go into this 
very carefully and we do have discussions 
with thenu 

Chairman. 

500. Suppose two directors of lie 
C.E.G.B. went off to a professional con- 
ference in Poland and came back with 
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the news that bulk supplies of Polish 
coal were available to the C.E.G.B. at 
10 per cent, less than they were paying 
to you, could they do anything about 

it? (Mr. Clement.) I think they can, 

there are no constraints or restrictions 
on the importation of coal at this time. 
(Mr. Grainger.) I know that what our 
Chairman is aiming to do, is to achieve 
a quota system within the Community 
which will limit imports of third country 
coal, but I think that in the particular 
case you have mentioned the C.E.G.B. 
would have to take into account what 
effect such a policy would have on our 
ability to continue our industry well. 

501. Because of the irregularity of 

supply? Because of the effect it 

would have on our production capacity 
and the effect it would have in the long 
term. 

502. Would you expect Government 
intervention if they came back with this 
prospective deal with the Polish people? 
It is a very hypothetical question. 

Mr. Tugendhat. 

503. Would you not agree that the 
National Coal Board is sufficiently well 
informed about world coal trends that 
an unexpected situation of this sort is 

extremely unlikely to arise? (Mr. 

Clement.) We would be aware that they 
were at work on the other side of the 
Curtain ! 

Chairman. 

504. Does the industry have a corp- 
orate plan and if not would it be an 
appropriate development and thirdly, 
would you comment on the role of 

corporate planning as you see it? 

Yes. We have corporate plans, but this, 
in fact, is the particular function of Mr. 
Parker and so possibly he would like 

to deal with the matter? (Mr. Parker.) 

I think it is rather necessary when dis- 
cussing corporate planning to define this 
term, because it is a term which can 
mean different things to different people. 
We see it really as a system which en- 
ables us to have a systematic examina- 
tion of different policy options before 
the Board as a whole, in the light of 
the various possibilities of external and 
internal factors. A very significant 


development here has been that the five 
year Long Term Industry Plan, which 
we now present to the D.T.I. every year, 
which was originally almost exclusively 
a five year investment plan, is now seen 
in a rather wider' context. The invest- 
ment plan is indeed part of a total 
corporate plan for the Board and the 
industry as a whole. Within the Board 
we have set up a small Central Planning 
Unit, which I am in charge of, and I 
report direct to the Chairman. Our 
terms of reference are two-fold : first, to 
advise the Board on developments in 
the energy market generally, in other 
words the Board’s economic environ- 
ment, and secondly, to co-ordinate the 
work of the various functions within the 
Board, to ensure compatibility and that 
the various policy options are thoroughly 
examined. That, in a nutshell is what 
we do. 

505. Thank you. I would like to turn 
to the question of technological forecast- 
ing. Do you engage in technological 
forecasting, (i) in regard to the produc- 
tion and use of coal and (ii) in regard 

to the use of competing fuels? (Mr. 

Grainger.) I think the starting point is 
what Mr. Parker has just said. The 
planning activity does give us a back- 
ground to the general trends in energy 
and what the likely demand for prices 
may be in the long term and also what 
the possible energy-mix of the country 
will be. This in turn assists us in 
developing an appreciation of what 
would be the best role for coal in the 
long term. Having done that, we have 
to develop our research strategy in rela- 
tion to each particular market and, of 
course, .the problems are quite different. 
Let us take as an example the coking 
coal market which was our second largest 
market a few years ago and it is still 
perhaps our most urgent in the sense that 
there was a desire on the part of the 
Steel Corporation to import substan- 
tial amounts of coking coal and there 
was a lot of discussion about alternatives 
to the blast furnace for making steel and 
alternatives to coke for use in the blast 
furnace. So, there were many pressures 
and also there were changing situations 
in that the coal supplies available to 
us were less good by definition of good 
coking coal at that time, and the coke 
specifications for the blast furnace were 
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getting more onerous as they got bigger. 
Our appreciation of the situation was 
that the blast furnace could continue 
to compete for 20 or 30 years at any 
rate and that the introduction of altern- 
atives to oven coke would be very slow 
and would not take place for a number 
of years. The action we took on that 
appreciation was to step up our basic 
research in blending of coals and this 
was followed by investment in blending 
equipment in our own coke ovens to 
produce coke which we make for sale 
to the foundries. This blending showed 
that we could use indigenous coals, 
without the prime coking coal, to make 
first class coke. This lesson was appre- 
ciated by our other customers the B.S.C. 
As a result of that we can say that the 
market prospects here are very good. 
We expect to retain this market for about 
25 million tons of coal for a long time. 
The B.S.C. has said publically that they 
do not expect to import coal except 
perhaps in minor quantities to assist the 
use of indigenous coal and to comple- 
ment that. Looking a little further ahead 
I think .that this new attitude on their 
part has led us to consider whether we 
should develop totally new sources of 
coal in the North East under the sea. 
I think we can see that as a result of 
our appreciation, our action will have 
a very happy outcome. I could give you 
other examples in other industries, but 
it would take up too much time. 

506. Would the Industry comment on 
the long-term use of nuclear methods 
of generation, briefly? 1 was for- 

tunate enough to spend 1 1 years 
in a senior position in the Atomic Energy 
Authority and I came to the coal in- 
dustry with a fairly good understanding 
of that. During the period of 1966 and 
1967 we put our case for 'the greater use 
of coal and at that time we really had 
to do this in relation to what we thought 
were the competing costs of nuclear 
power and coal. All our evidence appears 
in the 1967 evidence to the Select Com- 
mittee on Science and Technology. We 
believe, looking back, that we were prob- 
ably right. However, we have to recog- 
nise that these decisions are taken by 
the Electricity people in consultation 
with Government Departments. Our 
approach has been to say: “How can 
coal best compete in the future? ” It is 


fairly clear that nuclear power is going 
to have the base load in this country 
and that will be increasingly so for many 
years. This puts us in the situation 
not only of a smaller area in which to 
compete, but probably going down the 
average load factor scale. That in turn 
means that we can compete best if the 
stations that bum coal are cheap in 
capital cost and if they have great flexi- 
bility in operation, especially with regard 
to the type of coal that they can use. 
This has led us to say that we cannot 
do very much to help the design and 
operation of the current type of station 
— the pulverised fuel station. Our best 
policy would be to develop a new type 
of station and we developed as a result 
of this the fluidised combustion con- 
cept which we believe will be the best 
method of marketing coal for major 
power use in the 1980s. We think the 
advantages of this will be that it will 
have a slightly lower capital cost than 
present methods and it will be extremely 
flexible in use ; it will certainly be 
relatively pollution free. This concept 
now has to be developed on a larger 
scale and I have been to a meeting with 
the N.R.D.C. We are working with them 
to do this. We think that the Americans 
will be the first to build a prototype, but 
I am confident that we will achieve a 
system which will be attractive to the 
C.E.G.B. in the 1980s. If we get that I 
think we will find the natural balance 
between nuclear power and ourselves. 
Perhaps I can comment on nuclear power 
specifically. I have always believed that 
it would be necessary in this country, 
because we are going to need the energy. 
I have not believed for quite a time that 
this is going to be a very cheap method 
of generating power. I think it is going 
to be required, but it is not going to be 
a lot cheaper, or even as cheap as some 
other methods of generating electricity. 
I think that people are now beginning 
to realise that as well as the view that 
competition is going to be more on re- 
liability and things of that sort. I think 
that the C.E.G.B. are going to be very 
careful not to put money into systems 
that are not well proven. 

Mr. Tugendhat. 

507. With regard to the question of 
new uses for coal, in the United States 
there seems to be increasing interest in 
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coal gasification and although one would 
not imagine that coal gas would have a 
very high proportion of the American 
energy market in terms of volume, it 
could still be a substantial amount. First 
of all, what are your views about coal 
gasification in the United States and our 
involvement, given our expertise, and 
secondly, do you feel that coal gasifica- 
tion is a r unn er on this side of the 
Atlantic given the quite different situa- 
tion here? First of all the natural 

gas there is a very high proportion of 
30 per cent., whereas in this country it 
is building up to about 15 per cent, 
and our own forecasts indicate that it is 
not likely to get very much higher than 
that, if at all. Secondly, having gone 
over to natural gas, I think the country 
gets pure methane ; so we are talking of 
pure methane from coal. In America the 
pricing situation is such that they can- 
not make substitute natural gas at any- 
thing like the price that the Federal 
Power Authorities fix for the well-head 
price. The beach price negotiated with 
the old Gas Council is only about the 
same price per therm as coal when it is 
dug up from the ground. We consider 
that the conversion is likely to increase 
the cost per therm by about four. We 
will not be doing coal gasification in this 
country until gas prices increase by a 
factor of about four. My opinion is that 
it will take about 10 years. We are 
studying these methods. We are work- 
ing very closely with British Gas on 
this, but it is paperwork at the moment. 
They are the world experts on the 
methanation of a lean gas into pure gas 
and we know that they are working 
in that field. We also have very close 
contact with Americans who are work- 
ing on this and putting a great deal of 
money into it, but they will not be able 
to exploit their techniques until they 
change their pricing system. 

508. I want to be sure that I have 
understood you correctly. You are 

saying that it would be in the interests 
of the coal industry both here and in 
the United States if gas had a higher 
price than, in fact, it does. Gas, in 
so far as your interest is concerned, is 
certainly substantially underpriced at the 

moment? The obvious answer is that 

it should be priced in some way in re- 
lation to its replacement cost. I think 
that the way in which the price was 


fixed was totally wrong— this has dis- 
torted the way in which gas has 
been used. For example, serious con- 
sideration has been given to large-scale 
burning in power stations. I think that 
is very nearly criminal. 

Mr. Dormand. 

509. How much is the Coal Board 
spending on research and development 
of by-products of coal? The total ex- 

penditure on the utilisation of coal is 
about £1| million. Part of that is de- 
voted to by-products from die coking 
process, but we consider that that is 
something which has not got a terrific 
future. We do not think that there are 
going to be great new uses for the by- 
products of coking. What we are 
attempting now is to attack the coal 
directly by dissolving it in solvents to 
make materials which can be mixed with 
plastics and so on. We have had con- 
siderable success in our research with 
this. You can also use that product, 
purified, to make coke for use in elec 
trades or possibly carbon fibres. AI 
this work we believe is a preamble to 
the eventual hydrogenation of that liquid 
to make coal. The answer with regard 
to time is very similar to the last 
answer : at some time we will be making 
oil from coal in this country. These 
developments which give us materials 
which we can use in the meantime may 
have some immediate commercial value 
and they will be the steps we will need 
when the hydrogenation with regard to 
coal is required. 

510. It seems to me that perhaps 10 
or 20 years ago there was a great deal 
of enthusiasm for the by-products of 

coal, such as silk stockings? We do 

have them as a by-product. 

511. Yes, I know. I seem to remember 
(that there was a Wilson Report on 
ithe whole aspect of by-products of 

this kind? The Wilson Report was 

on hydrogenation to make oil from 
coal. I think his conclusion was that the 
price of oil from coal would be seven 
or eight times the price of crude oil. 
Progress has been made and we are 
down to a factor of something like four, 
partly because oil has become a bit 
cheaper and partly because the new pro- 
cesses that are available, largely through 
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development in America, have become a 
bit cheaper. 

512. My impression was that it dealt 
with a wider field than that. It seems 
to me that from the amount of money 
which Mr. Grainger quoted there is no 
great confidence in the future of this 

aspect of the development of coal? 

Quite the contrary. 

513. You said that there was 
£1,300,000 for the whole of the develop- 
ment — I am on thin ice here — and I 
assume that only a proportion of that 
amount will be spent on the thing I 

am talking about now? 1 would be 

glad to send you our research pro- 
gramme which will illustrate this better. 
The by-products from coking which we 
do not expect to increase in quantity, 
are being used very usefully and the 
interest die Board has in taking them 
nearer to the customer has developed 
over the years. To take your silk stock- 
ing example, we have always made crude 
benzol and often sold that as a fuel. 
More recently we have gone in with the 
Steel Corporation and developed a 
benzole refinery which produces pure 
benzene which has a very good chemical 
price. We have gone further to make 
that into cyclohexane and we have 
gone into an enterprise with the 
Dutch State Mine to make caprolactam. 
What I thought you were more interested 
in was taking coal and using it directly, 
by conversion into products. We are 
pursuing that also. I would say that 
on that particular line we are spending 
about a quarter-of-a-million pounds a 
year on research and so it is on a small 
scale. When the time comes we will 
have to spend larger sums of course 
and we hope to do that with partners 
who are in the businesses which we hope 
to take part in. 

514. So, in answer to my question you 
would say the figure was about a 

quarter-of-a-million pounds? For 

derivatives directly from coal as distinct 
from the by-products of coke. 


515. Do you also agree that this will 
be set up in the next two or three years? 

The Board will have to make the 

decisions. One principle we have adopted 
throughout is that we will try when 
going into say a new product, to asso- 
ciate ourselves with someone who is 
experienced in that field. 

516. Is it the wish of 'the Board, 0 r 
■the attitude of the Board to develop 

this? We have had a programme of 

research since I have been with the 
Board with regard to developing deriva- 
tives from coal and I think that clearly 
indicates the Board’s wish to support 
this. We are now hoping to get support 
for some of this work from the Euro- 
pean Community. Our policy here is 
well known and we have had discussions 
with all the leading chemical people in 
this country — I.C.I., Courtaulds and so 
on — as to a possible discussion for joint 
enterprises in the future. There is not 
likely to be a large tonnage use of coal 
for a long time, until we can make oil 
from it which will be perhaps 20 years 
hence. 

Mr. Stoddart. 

517. I agree with you entirely about 
the use of gas to produce electricity in 
a power station, but has the Coal Board 
done any research at all into the use 

of coal in gas turbines? We have 

done a lot of development concerning 
fluidised combustion, one form of which 
under pressure leads to the use of a gas 
turbine in conjunction with that com- 
bustion. Years ago we did quite a lot 
of work on gasification and we are con- 
tinually updating our technical analyses 
in that regard. At the moment tins is 
not a favourable field for us to go into, 
but I think we will make proposals to do 
so at the earliest stage. 

Chairman.] Mr. Clement, on behalf of 
the Committee I would like to thank 
you and your colleagues for your 
unusually clear presentation of your 
evidence which has helped us a very 
great deal. Thank you all very much. 
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Mr. Russell Kerr, in the Chair. 


Mr. David Crouch. 
Mr. John Golding. 
Mr. John Hall. 


Sir Donald Kaberry. 
Mr. David Stoddart. 
Mr. Tugendhat. 


Memorandum submitted by the British Railways Board 
BRITISH RAILWAYS BOARD 

REPORT TO SELECT COMMITTEE ON NATIONALISED INDUSTRIES 
DECISIONS ON MAJOR CAPITAL INVESTMENTS 

1. The Board’s 5-year Rolling Investment Programme is based on, and derived 
from, its Corporate Plans, which are updated annually and of which so far the 
Board has produced two, each covering a forward period of 5 years. As this 
planning process is comparatively new and it tends to concentrate on the short- 
term in the absence of a national transport plan, it might be argued that the invest- 
ment plans are therefore geared to the short-term only. It is, however, recognised 
by the Department of the Environment that investment is being concentrated on 
the hardcore of the Railway system. 

2. Detailed studies are being made into the optimum size and shape of th 
system, taking into account grant aided services which run on 80 per cent, o 
the network, but it is unlikely that the hardcore railway will be affected by th* 
result of these studies. When a decision is taken on the optimum network, this 
will be reflected in the future Corporate and investment plans. 

In the meantime, a modicum of investment is essential in certain areas in order 
to keep the system worldng until a final decision is made as to the role Railways 
must play in the national transport scene. In most cases, passenger train services 
on the lines in these areas are covered by U.R.S. grants. Reference must be made 
to the Department before investment is committed to ensure that expenditure in 
excess of £25,000 is not included without Government approval. Even when an 
agreed strategic Railway network plan has been produced it will require to 
be updated continually and, therefore, there must inevitably be some risk to the 
Board in investing in the commercial Railway, and also in London and the South 
East and the P.T.E. areas. 

3. Development and appraisal of individual projects within the plan are governed 
by the Board’s Investment Regulations and a document entitled “ Relationships 
with the Department of the Environment”. The Railways Board Investment 
Manual is attached for information. The document entitled “ Relationships with 
the Department of the Environment ” forms Part 5 of this Manual. 

In lanuary each year the Board’s rolling 5-year investment programme is con- 
sidered by the Department and the Treasury in the light of the current Corporate 
Plan and the national situation. The current year is confirmed, the following year 
is approved so that planning can proceed and, in the present situation, an indication 
of the likely level of investment is given for the remaining years, subject to change 
at the next review. 

When the following year’s programme has been approved each item of Railway 
investment over £250,000 and those of the other businesses exceeding £100,000, 
are listed and submitted to the Department for categorisation. Generally speaking, 
but with some exceptions when a lower level is applied, all individual items of 
investment in the Railway business of £lm. or more, and items in other businesses 
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over £100,000, require formal approval of the Department before work can begin. 
Certain lower levels of Railway investment require to be reported when approved 
by the Board and others the Board can sanction and implement without further 
reference. In the case of investment associated with unremunerative passenger 
services, the approval of the Department must be sought for all projects in excess 
of £250,000 where there is a substantial proportion of the investment involved 
in the unremunerative passenger service. 

4 For an investment project to be included in the Corporate Plan an initial 
assessment is made by the Officer responsible for the activity from which the project 
stems. It may arise from a business opportunity, the need to renew worn out 
equipment, to comply with statutory regulations, or for reasons of safety, welfare, 
or arise from industrial relations problems. If the investment opportunity is sound, 
if profitable activities are at risk without investment, or the situation is such that 
investment cannot be avoided, an outline proposal is made to the planning authority 
of the particular business of the Board involved. 

5. The application is then considered in relation to the total business plan with 
its investment programme. Depending on the relative merits of the planning 
application in relation to the state of financial and physical resources, planning 
approval is either given, deferred, or refused and the project is included in the 
business plan or otherwise. 

6. Each project is then developed in accordance with its timescale. Planning 
and technical resources are allocated to produce an investment submission to the 
authorising body at the planned date. Plans and estimates are prepared, costs 
and revenues assessed, alternatives are considered and financial effects are produced. 

7. A draft submission is then sent to the Chief Officer, New Works at the British 
Railways Board for prior consultation. Checks are made to see that the Invest- 
ment Regulations and the Investment Criteria have been complied with and all 
interested parties are contacted to express a view or give advice. 

8. The submission is revised as necessary and then is considered by the Board 
of the business concerned. It is either approved if within the Board's delegated 
level of authority, or is deferred or endorsed for consideration by the B.R.B. 
Investment Committee, as the case may be. 

9. About this time the Chief Officer, New Works advises the Under-Secretary of 
the Railways Division of the Department of the Environment of the project 
so that as much time as possible is available to deal with enquiries. 

10. The project, having been screened through the Planning activities of the 
Board, is then subjected to independent appraisal by the Board’s Corporate Finance 
activity who make recommendations to die Investment Committee. The project 
is either authorised, recommended for approval to the Railways Board, or deferred, 
as the case may be. 

11. The Railways Board then considers the project and either authorises, approves 
for consideration of the Department, defers or declines. 

12. When the Railways Board approves a project for consideration by the 
Department, the Chief Officer, New Works formally approaches the Under-Secretary 
of the Railways Division of the Department seeking the Minister’s consent to the 
project, intimating that it has the approval of the Railways Board. Questions 
are cleared either by correspondence or meetings and ultimately tile Minister’s 
decision on the project is sent from the Under-Secretary to the Chief Officer, New 
Works who advises all concerned. 

13. The examination of projects at the various levels of organisation provides 
the means thoroughly to review projects from all angles. Prior consultation within 
the Board and with the Department also provides the opportunity to feed back ideas 
and criticisms. 
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14. As the Board’s Investment Regulations and Investment Criteria are based 
on the principles set out in the Treasury document on investment appraisal, any 
discussions and exchanges are based on a common approach and so the scope for 
misunderstanding is limited. 

15. The procedures are inevitably lengthy and add appreciably to the heavy 
administration charges the Board has to bear. On the other hand, however, it 
is considered to be an essential to sound investment appraisal. 

*16. Two examples of major projects recently approved by the Board and the 
Department are attached for information as Appendices A and B. 

16.1. Appendix A 

London Bridge Area : Resignalling and Track Rationalisation. 

16.2. Appendix B 

Additional Vestibule Electro Pneumatic Stock for Southern Region. 

(To follow.) 

17 A brief summary is provided with each of these projects. These summaries 
outline the timescale and procedures through which each project has progressed 
to the point of approval by the Department. 

British Railways Board. 

6th June, 1972. 


Examination of Witnesses 


Mr I M W. Bosworth, C.B.E., Deputy Chairman, and Mr. J. E. H. Skerrett, 
Chief Officer (New Works), British Railways Board, called in and examined. 


Chairman. 

518. Gentlemen, may I on behalf of 
my colleagues on the Sub-Committee 
welcome you here this afternoon? I 
would like first of all to thank you for 
your memorandum which has been very 
useful to us, and _ also for the invest- 
ment manual which you were kind 
enough to send to us. I would like 
to go straight into some questions cer- 
tainly on the former and possibly on 
the latter of those documents. In your 
memorandum reference is made to cor- 
porate planning. Would you care to 
say what benefits you expect to gain 
from it and, in particular, how free 
your Board is to manage its own affairs 
and to what extent this freedom is sub- 
ject to interference from government 

departments? (Mr. Bosworth . ) The 

latter part is quite a question. Firstly, 
on the benefit side, I think that by 
doing corporate planning it is the first 
time that the railways have succeeded 
in pulling together all the various aspects 
of their business. The Board has a num- 
ber of businesses (I am including ship- 
ping, hotels, property and all the ancil- 


* Evidence not reported. 


lary businesses), when you turn to rail- 
ways on their own you have to take 
into account that they too are a number 
of separate businesses. In setting in 
motion the planning exercise we have 
purposely started from a commercial 
base as to the market opportunity in 
each business. If you go back over 
the years, in the past I think there has 
tended to be at one time an engineering 
kind of base, then after that an operat- 
ing base as the start of their plans and 
their thinking. Today it starts _ from 
a straight commercial base of railways 
parcels, passenger, freight, so that we 
have got a total picture that attempts 
to show the optimum result of a num- 
ber of different alternatives. The benefit 
to the Board can really be weighed in 
that when many items begin to change 
we see the problems emerging more 
quickly than in the days when we did 
not have a corporate plan. I think it 
would be quite foolish to pretend that 
the corporate plan gives a result that 
always turns out as the actual picture, 
but at least it enables you to see that 
things are diverging. 
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519. You make one remark which I 
found rather interesting. You say that 
in. relation to these various sectors of 
your activity the aim was to get an 
optimum result from a number of dif- 
ferent alternatives. Did that expression 
“ a number of different alternatives ” 
refer to the various sectors or to a num- 
ber of different ways of doing things 
within each sector? In other words, 
were you in effect saying “ We have 
to decide whether we are going heavy 
on freight and neglecting passenger”? 
What precisely did you have in mind? 

1 think it applies to both. Within 

the given sectors the structure of the 
planning machine enables each individual 
sector to look at different alternatives. 
For instance, on freight traffic one might 
concentrate on what is described as train 
load traffic and a minimum of wagon 
load traffic ; one might concentrate on 
private siding type traffic or one might 
go for much more road collect and 
deliver traffic. This is a series of options 
within the freight business which the 
freight planning section will examine. 
They will perhaps put forward more than 
one alternative. 

520. To what extent would measur- 
able public need enter into your cal- 

9ulations? This comes to the second 

part of your first question to some 
extent, as to the extent to which we are 
completely free or have any interference 
from outside sources. Our objective is 
one of viability ; under our statutory 
obligations we have to break even taken 
over a five-year period. We have to 
put aside sufficient profits to replace our 
assets. That is the brief. 

521. Forgive me for persisting in this 

line of questioning, but where you run 
into a situation where, in terms of your 
available resources, you have a soft 
core, an easy option, as opposed to a 
socially more desirable thing which is a 
bit sticky and takes a fair bit more 
trouble, how are you going to decide as 
between those two choices? Chair- 

man, I must exclude passenger traffic for 
the moment because there is a grant aid 
system that helps on that, but excluding 
passenger our judgment is entirely on 
what I call hard financial facts because 
of our financial obligations, rather than 
taking into account social benefits to the 
rest of the community. 


522. Would you not see this 1 
potentially harmful to the comm™ 

weal? Indeed, and in puttinffo 

ward our plan we have asked a number 
of questions of the D.O.E. which » 
feel are outside our remit to be able 
to give answers to. We pose question, 
which are very much in the area oi 
which you are talking. To help them, 
taking freight again as a better exam* 
than passenger where there is a system 
of support, we have even identified sub- 
stantial levels of traffic which we think 
are ideally suitable for rail but which 
on straight competitive pricing we can- 
not obtain at present. It only needs a 
small move over for that to come to 
rail. Some of those questions would 
enable them to take decisions in th e 
D.O.E. rather than on our side. 


Mr. Golding. 

523. You talk about basic decisions 
on hard financial facts. How can there ? 
be any hard financial facts related to 
variables five years off? What con- 
cerns me about planning is how you can 
determine or know what the price levels 
are going to be both in your own indus- 
try and in competing industries in five 
years time to determine what the rate 
of return on capital will be? — —I agree 
there are many unknowns as you move 
forward, and the further forward yon 1 
go the more risk it becomes. But let 
me give an example at any rate: during 
the last two years our plans showed a 
very definite cash flow shortage. We 
ourselves have been cutting investment 
to try and ease that cash flow shortfall 
problem which I think one knows, taking 
a sensible view, we should not have been 
cutting. We have been, in effect, defer- 
ring essential investment in order to try 
to meet a hard financial objective or 
breaking even. That is one example of 
Whiere we have applied what I call 
financial criteria. 

524. Could you simplify that? Are 
you saying that because prices have been 
artificially low over the recent period 
in your industry you have been short 
of capital for investment purposes, there- 
fore you have cut back capital? — * 
Certainly I accept the first point, tot 
prices are artificially low and we have 
not _ always had complete freedom of 
pricing action. When one says short 
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of capital, I would not suggest that any 
request- for capital has ibeen turned 
down by the Department in recent 
years. If anything, because of our 
financial brief or our statutory obliga- 
tions, we ourselves have been restricting 
investment. 

525. You are short of a return of 

regenerative capital? Yes, definitely. 

526. Are your forecasts over the five 
years based on present price levels 

which are artificially low? They are 

based on present price levels, although 
we build in growth for known invest- 
ment improvements — improvements in 
quality of service. 

Mr. Hall. 

527. Are hotels included within the 

scope of your corporate plan? Yes, 

every business. 

528. Are hotels a profitable part of 

your business? Yes. 

529. In that case, would you be temp- 
ted to devote a rather higher proportion 
of your future investment to develop- 
ment in the hotels side because it is 
commercially successful?— — We are not 
given freedom in that way. Our invest- 
ment is broken down between our 
various businesses and we put forward 
our proposals for each business. We 
cannot switch between those businesses. 
When you come to- some of our profit- 
able activities such as hotels, we have 
put forward proposals which have not 
been accepted by government for 
development which had fully viable pay- 
ing prospects because it has been 
contrary to government policy. 

530. That leads me to the last part of 

the question which the Chairman asked 
as to the extent to which your freedom 
is subject to interference from govern- 
ment departments. When you are draw- 
ing up your rolling five year investment 
corporate plan, I understand from your 
memorandum you submit this every 
January to the Department for consi- 
deration. Is that the first time that they 
will have known what is in your cor- 
porate plan or do you develop it by 
constant discussion with the Depart- 
ment? Generally there is a lot of 

discussion on forward projects because, 
although we have the five year invest- 
ment programme and the corporate plan 


which incorporates that investment pro- 
gramme, they are well aware of a num- 
ber of forward programmes of work. For 
example, within the engineering field we 
have a programme of work in which it 
is Board policy to introduce something 
called continuous welded rail. This is 
costing £27 million per annum. The idea 
is to get in continuous welded rail 
throughout the system, in this century 
anyway — we are trying to bring it for- 
ward to about 1985. So there are some 
areas where they aTe deeply involved and 
well aware of the policy and our long- 
term programme of work. Generally 
their knowledge of a potential project 
will flow from the corporate plan and 
from the investment review. It may only 
be two or three lines when it first appears 
in year four or five, hut it will be devel- 
oped and discussed as it comes nearer to 
years one and two. 

Mr. Stoddart. 

531. We have heard Mr. Bosworth 
talk about a straight commercial basis, 
but he is after all competing with other 
forms of transport. Would he like to say 
whether he thinks that he is competing 
on a straight commercial basis? Is it a 
fact that all elements are taken into 
account when he talks about this com- 
mercial basis? Is there fair com- 
petition? I would very much like 
to know this. Do the railways 
have costs which perhaps road hauliers 
do not have to bear? You said 
capital investment has not been made. 
Would it be true to say that your capi- 
tal investment on the railways, including 
vehicles, amounted to £100 million a year 
and at the same time capital investment 
on the roads, including vehicles but not 
including private vehicles, amounted to 
about £1,200 million a year? If those 
questions are answered in the affirmative, 
what is the railways position going to be 
in a year or two’s time if government 
decide that there will have to be a re- 
allocation of transport resources? Will 
you have sufficient wagons, for example? 
Now that you are thinking of closing 
down the Swindon railway workshops 
will you have sufficient locomotives, 
which are not now being maintained by 
the Swindon railway workshops, to carry 
increased traffic?— — Could I start by 
saying we are, of course, at a very seri- 
ous point of change. Partly from the 
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information that has emerged from our 
plans and partly brought about by the 
very definite change in the economy dur- 
ing the last IS months or so, we do not 
see a viable solution for railways. 
Although we still have the current remit 
of financial viability as our objective, we 
have stated quite clearly to the Minister 
that this cannot be achieved and there is 
not a viable solution. That is a start- 
ing point in my answer to you. We have 
now put forward our views on the level 
of investment that is required, and we 
have put forward a suggestion of sup- 
port which I think answers your ques- 
tion. We feel that we are not compared 
fairly or equally with roads, and we feel 
that we are bearing an investment bur- 
den on the main infrastructure, the road- 
way of the railway plus its signalling, 
plus its control system and policing, 
which is higher than we should be bear- 
ing ourselves. We would like to see a 
solution which would give grants to- 
wards that system and put us on a more 
equitable basis with our freight competi- 
tors who run on roadways which are 
provided by government. Generally on 
investment you are referring to a pos- 
sible upturn by government direction in 
the volume of traffic ; if that occurred, 
we are confident that with a fairly mini- 
mal increase in the level of investment 
we have got the resources to cope with 
quite a substantial increase in traffic 
because a large part of our investment 
goes on the railway system, not on the 
vehicles and locomotives that are re- 
quired to carry it. Over half our railway 
investment goes on the tracking system. 

532. You have, of course, in reduc- 
ing your wagon fleet substantially, 
also reduced the number of locomotives 
that are available and have broken up 
some of them. If there were a big up- 
turn, have you got sufficient vehicles, 
wagons, motive power units, left to be 
able to carry this traffic? Many people 
think you have not?— — If there were a 
big upturn within 12 months, the answer 
probably is no. I think it is unlikely 
that one would get a sudden upturn. The 
general railway philosophy over the last 
year or two, partly brought about by 
our objectives of financial viability, has 
been that the business will be more effec- 
tively and efficiently run if it is slightly 
short of resources. I think it would be 
fair to say the railways, going back over 


ten or more years, have been holding 
more than the necessary quantity 0 f 
resources. 

Chairman. 

533. The “ treat them mean, keep them 

keen ” philosophy? All engineers like 

to have a spare round the corner to give 
the quality of service. 

534. Could I pass on to the second 

main question upon which we have 
touched to some degree? In making 
investment decisions the Board seems to 
look no further than five years ahead 
Is this in fact the case or, for some 
purposes, does it form a more general 
view of the distant future? Would the 
Board give its views on longer-term for- 
ward looks? There is no doubt that 

five years is not long enough and that 
there are many areas where we are look- 
ing further than five years. You have to 
remember that we only started corporate 
planning, a system of planning, about 
1969. On our second corporate plan we 
attempted to make a further look five 
years beyond, covering a ten-year period. 
We have a number of areas where we ate 
looking well beyond five years. Electrifi- 
cation is a typical example. Five years 
is far too short a period to cover for 
railway requirements when you have 
assets that are going to last twenty or 
thirty years. We certainly have informed 
our Department of this. There is a roll- 
ing programme in existence now for for- 
ward electrification which will run right 
through to 1985. When we put in our 
proposals for high-speed trains we have 
shown the cascade effect of rolling stock 
which still has life in it, as to where it 
goes, right through to 1985. So there 
are plenty of areas where we are looking 
way beyond five years on investment 
matters. 

535. In light of your special responsi- 
bilities, Mr. Skerrett, would you like to 
add a word or two .to what Mr. Bosworth 

said? Mr. Skerrett is Chief Officer of 

the new works side. He processes all 
our investment projects ; he certainly is 
aware of these longer-term areas. I would 
be very pleased for him to speak. (Mr. 
Skerrett.) There is no doubt at all that a 
five-year look is quite inadequate for such 
major capital works as our rolling stock, 
our electrification and so on. It is 
quite obvious that now we have looked 
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very deeply at the electrification forecasts 
right up to 1985 there is a substantial 
programme of electrification in a number 
of areas which we can justify, we think, 
and which ultimately I shall have to pro- 
cess through the machine in detail. In a 
matter of months we should be able to 
see very much more clearly where we are 
likely to be heading in the next ten or 
fifteen years on electrification. It is still 
in its basic embryo form at the moment. 
There is a lot of work still to be done ; 
at least there is now a plan emerging. 

Mr. Hall 

536. Mr. Skerrett, when you extend 

your forward planning ten or fifteen 
years (which one can understand is very 
desirable in the planning of railway 
facilities), it does, of course, also make 
scope for error so much greater, does 
it not? Indeed. 

537. Presumably in planning you have 

to take into account the forecasted 
development of industry and popula- 
tions in different parts of the country you 
have to serve. From what sources do 
you get the information? From what- 

ever source we can obtain the informa- 
tion. Much of it is fed through from our 
own Department. We consult the 
Department of the Environment who 
obtain this information from the D.T.I. 
and other departments to help us in 
formulating forecasts. We also consult 
local authorities and the Greater London 
Council and so on, and get their long- 
term information. We go to the other 
nationalised industries, the Steel Corpora- 
tion, the Coal Board, the Central Elec- 
tricity Generating Board, to obtain from 
them their best forecasts of their long- 
term likely demand on rail requirements. 

Chairman. 

538. As a supplement to what Mr. 
Hall has just asked and reflecting my 
rather special interest in aviation, air- 
ports and things like that, briefly what 
future would you see for the very fast 
train in relation to airport policy, for 

example? (Mr. Bosworth .) On the 

third airport, for instance, we see (and I 
think .this view is shared outside the 
railways) a rail link as absolutely essen- 
tial. Forecasts on the volumes of traffic 
right through to the year 2000 have been 


made available to us and a route has 
been shown for Maplin coming into 
Kings Cross which I think shows that it 
is the only way to serve an airport, I 
know .there will be a motorway as well, 
but the volumes of traffic that have been 
put by .the Airports Authority are such 
mat a rail link is absolutely essential. 
This would be a dedicated service, using 
reasonably high-speed trains. It does not 
actually have to be at 150 miles an hour 
or anything of that sort, although there 
may be benefits on the shop window 
aspect of showing that such equipment 
is available, but it will be a dedicated 
service straight from Kings Cross to 
Maplin. 

Mr. Hall. 

539. You say you do not think a 150- 
mile-an-hour train will be necessary. In 
faot, is it not desirable to have the 
quickest possible link between the airport 

and the city centre? On a journey of 

67 miles the time taken from a passenger 
arriving at Kings Cross to getting through 
customs clearance at an airport is made 
up of quite a lot of waiting time and a 
comparatively small amount of move- 
ment time. It is interesting to see the 
effect of increasing the speed of the 
train. There are certain areas as you 
come into London where you cannot 
make use of your 150 miles an hour 
anyway. It is entirely a matter of what 
people are willing to pay for the added 
speed. My guess— -it is only a guess at 
this point — is that a dedicated service 
with, 100 m.p.h. running will prove to 
be a more attractive proposition in cost 
than something that can do 150 miles an 
hour for perhaps 40 miles of its journey. 

Chairman. 

540. Would you see a combination of 
fast rail plus the Channel tunnel offer- 
ing any serious threat to, for example, 
the trunk air routes to Paris, Brussels and 

other near European cities? We 

would claim that we can do to the 
London-Paris air route the same as we 
have done to the London-Manchester 
one, and B.E.A. can give you the losses 
they make on London-Manchester. I 
have no doubt at all that the Channel 
tunnel with its direct link into London, 
giving city centre to city centre in 24- 
hours, will make quite a difference to air- 
line traffic. 
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Mr. Golding. 

541. It is interesting to hear how you 
ferret out information for the future. 
The Post Office recently produced itself 
a study called “2001 ”. Do you not 
think there would be some advantage 
in having a central collecting agency for 
information for use by planners in the 
nationalised industries? Is it reasonable 

for you all to be duplicating effort? 

We would wish to make use of any 
source of information. If there is a 
central one I am sure it would be help- 
ful, but just take coal or steel: we get 
information from the D.T.I., we get 
information from the industry itself, and 
we use our own judgment. I would claim 
that the industry tends always to be 
slightly optimistic. I would think our 
own judgment over the last ten years 
has proved more reliable than the figures 
that were provided to us._ You must, of 
course, in the end deal with the industry 
itself because total figures of steel out- 
put or coal consumption are required, 
but we still need to know detailed flows 
before we can make use of the informa- 
tion. That is really more important than 
the giant total. Some of their plans are 
pretty vague and I think they tend to 
feed out what I call optimistic figures, 
and we have to make our judgment on 
them. 

542. Are not the most important ones 
the plans of your competitors? One 
comes constantly back to this. It is your 
competitors’ plans which are, in one 
sense, going to have the biggest influence 

on your profitability for the future? 

Yes. It is silly to pretend that your 
competitors are going to stand still. There 
are a number of freight traffics which 
are ideally suited to rail where we can 
undoubtedly be competitive. This falls 
in the coal and steel bulk traffic field. 
If one were going to 'try to have this 
consolidated source of information, I stall 
do not think one would necessarily get 
absolute reliability ; competitors would 
not be willing to feed in all the facts 
for everybody to make use of for for- 
ward. planning purposes. 

Mr. Crouch. 

543. On the question of meeting a 
customer’s requirements, take for ex- 
ample British Steel. British Steel has 
two types of requirement of you, one 
to carry steel, the other to carry ore. 


Do they come to you and say “ty e 
have an inland site which is 16 miles 
from the coast. Because of the costing 
on steel today, we want to discuss with 
you, the British Railways Board, the 
exact costing of carrying ore this distance 
inland”? If you have a railway line 
there, well and good. If you have not 
this would be a major capital cost for 
what you call a dedicated service. Do 

you get such requests from them? 

Yes. I would not say it is entirely they 
coming to us, we are going to them. 
Undoubtedly in their forward planning 
as to the siting of terminals for imported 
ore and so on we are really involved 
in a wide variety of different options that 
they are looking at, showing what rail 
can offer, including investment into spurs 
down to new ports, and at the Scun- 
thorpe Anchor project, there is a mass 
of new railway line laid specifically for 
that traffic. We are deeply involved in 
their forward planning. It is much 
more difficult on the finished product side 
than on the side of import of raw 
materials ; one is concerned with the ulti- 
mate user and whether he has rail con- 
nections. This is an area where freight 
liner can play a part, giving a reason- 
able interchange for final road delivery. 

Chairman. 

544. The Sub-Committee understand 

that the basis of some of the Board’s 
forecasting has been a general economic 
forecast by the Treasury. Would you 
care to say how and when you receive 
this forecast and whether you are ever 
in disagreement with it? More gener- 
ally, would you care to enlarge on your 
relationships with the various govern- 
ment departments? As part of our 

planning process we obtain from the 
Department of the Environment 
economic forecasts. 

545. Not direct from the Treasury but 
through the Environment Department? 

Through D.O.E. We do our own 

studies and will sometimes make varia- 
tions, but in the end we list a number 
of economic factors before we put our 
planning process for the year into opera- 
tion. We send those to the Department 
and tell them these are the bases on 
which we are operating. This does not 
only include economic forecasts ; it also 
includes items like a projected date for 
when the Channel tunnel might come 


Printed image digitised by the University of Southampton Library Digitisation Unit 



NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


167 


, , Kehruarv. 1973.1 Mr. J. M. W. Bosworth, C.B.E., [ Continued . 

14 and Mr. J. E. H. Skerrett. 


into operation, which has a large effect 
on shipping and so on. Occasionally 
they will ask us to vary something. 
Generally we reach agreement. They 
recognise that it is primarily our plan, 
but they are informed right at the start 
of the planning assumptions we are 
making and they are built into our plan- 
ning system. We normally have to go 
right through our planning exercise be- 
fore we have discussions with our 
Department and they do an appraisal 
exercise of the end result. Our plan- 
ning document is the back-up to our 
investment submission which goes to the 
Treasury. The Department quite naturally 
put in their view as to whether they feel 
we are being optimistic on some of our 
market forecasts. Looking back over 
the last two years, they have tended to 
claim that we have been optimistic on 
freight but not on passenger, and it is 
quite interesting that in our current 
study they are now completely satisfied 
on our freight figures but slightly 
worried on our passenger forecasts. 

546. When you have these regular tri- 
partite confrontations between yourselves, 
your sponsoring ministry and the 

Treasury? We only have one with the 

Treasury. 

547. Let us call them annual confron- 
tations. Do you find your sponsoring 
department tends more to play in your 

team or with the Treasury? 1 think 

they try to be roughly in between. On 
the whole I think they have given pretty 
fair backing to our requests because 
I think we have really arrived at agree- 
ment with them on any area of risk and 
doubt. We do listen to their comment 
and may well be telling the Treasury, 
“Yes, we accept that there is a degree 
of risk ”, because a business plan that 
has not got risk in it is not worth hav- 
ing. This is, I think, the key difference. 
The Department are in the position of 
trying to play safe whereas we as a 
business in producing a plan, must incur 
some risk ; otherwise the plan is of no 
use. 

548. By and large it is you two versus 

the Treasury? Y es. 

Mr. Golding. 

549. I am not sure that I quite follow 
that there must inevitably be risk in a 
plan for it to be a plan. Could I link 


this to the next question I had in mind? 
What assumptions do you make about 
manpower and what assumptions do you 
make about wages when you are plan- 
ning? If you talk about risk in those 
ways are you prepared to take risks 
with the jobs of the men you employ 
when you are taking your decisions? 

Wc build into our plans, which are 

done at today’s prices, our view of the 
real increase, because we are very 
labour-intensive and it is important for 
us to build in a real increase in wages. 
This is disclosed to the Department and 
the Treasury. We build in reductions 
in manpower that are going to result 
from investment. There is risk, if you 
like, as to the extent to which one will 
negotiate and get satisfactory arrange- 
ments with the unions to achieve that 
rundown in labour ; but this is built into 
the plan and some people could say we 
are optimistic. I do not think we have 
had differences of opinion on this with 
our Department or the Treasury but it 
is an area of risk. 

550. Do you discuss the assumptions 
with the unions? What discussion takes 

place about manpower? We discuss 

the end result of our plans with the 
unions but we do not discuss the assump- 
tions on manpower. 

551. Do you not think you ought to 
discuss the assumptions on manpower 
and wages with the unions if they are 
to be at all realistic, and if the unions 
are to be involved in a’way which would 
lead them to support planning of this 

sort? We think it is important for 

the unions to understand that the plan- 
ning is being done for the success and 
future of the business and that is our 
basis in putting the plan over to the 
unions. But I think, it would be opti- 
mistic to feel that one should reach 
agreement at the planning stage for a 
five-year look ahead on actual Tundown 
figures. 

552. One is not talking about reaching 
agreement ; one is talking about talk- 
ing to the men who represent the men 
whom you are juggling with in the plan. 
Is it not possible for a union to come 
along when you present the plan to it 
and say “We reject this because we 
reject the assumptions on which the plan 

is based ”? It is possible, but on the 

rundown of manpower I do not think 
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there are what I call assumptions. Most 
of the opportunities for rundown in 
manpower are well known. For instance, 
a lot of our investment is going into 
introducing multiple aspect signalling. 
We still have old-fashioned semaphore 
signalling with masses of signal boxes. 
They recognise the need to change to 
multiple aspect signalling because it is 
safer. They would not be in dispute. 
We are going to save 2,000 men or so 
over the next five years through intro- 
ducing this type of equipment, and prob- 
ably more than 2,000 — X have not got 
the figure immediately available. Again 
they know the rate of manpower saving 
through continuous welded rail, which 
lessens the amount of maintenance 
required. This is fully recognised and 
accepted by them. 

553. If I get the gist of your reply, 
I cannot understand why the Board does 
not tell them and say “These are the 
factors which we are taking into 

account ”7 1 think when you have 

done a plan each year and discussed it 
with the unions they do know this. They 
are not in dispute with it. 

Chairman. 

554. How extensive are your consulta- 
tions with the unions in regard to the 

annual plan? We have a session 

with the unions explaining the detail of 
the plan each year. 

555. Could this be a matter of an 
hour, a day, a weekend or a series of 

meetings? A whole day, usually of 

that order, including a hand-out of main 
facts which they can use to disseminate 
down to the regional and local areas. 

556. When you have this session, is 

that it? Are they, in effect, being con- 
sulted or informed? In so far as a 

plan is a rolling programme, I think 
it is fair to say they are being consulted. 
Really the main Board is in exactly the 
same position. When you discuss a 
plan, all you can really do is give com- 
ment and discuss and vary certain 
additional studies for next year’s plan, 
which will alter. 

557. With respect, that is very closely 
related but not quite the same point. I 
want to know whether, when you have 
your great day with the unions, it is 
possible for any of their suggestions to 
be embodied not in next year’s plan but 


in this year’s plan? On that basis it 

is telling them of the plan, not con- 
sulting. But certainly as a result 
of discussion one will pick up points and 
agree areas for further study which 
depending on the result, will be incor- 
porated in the next plan. 

558. Would you see no advantage in 
having a two-day session of consultation 
with .the unions when you can put your 
provisional plan forward, listen to what 
they have to say, get their general reac- 
tions, then put an amended plan before 
them a week or two later embodying one 
or two points they may have that are 

acceptable? 1 am not a railway man 

by career, I am somebody who has 
been involved in planning in private 
sector companies in the past. One thing 
I have recognised in the railways is that 
the theoretical idea that you can produce 
a plan with a number of options and 
discuss and alter and modify, then pro- 
duce a final version, does not seem to 
work. The timescale of preparation is 
so difficult and complex that we have 
really recognised now that you produce 
the document and you discuss and spend 
some months discussing and arguing out 
points and the changes will only really 
get into the next one. If it were a much 
smaller business I would agree entirely 
with what you are suggesting, out 1 
just do not think it can work in some- 
thing of the complexity of the railways. 

Mr. Golding. 

559. You have had trouble with the 

men — if not the union — in this sphere. 
If you say that the preparation takes such 
a long time, would it not be worthwhile 
to consult whilst the preparation is taking 
place? I just cannot see what the Board 
can possibly lose by asking the union 
and men what they think at the planning 
stage. There can only be gain because 
it can prevent the Board from making bad 
mistakes about assumptions of how 
workers are going to accept things. There 
is always a level of knowledge and exper- 
tise amongst people in the industry which 
can be tapped. I cannot see what the 
Board can possibly lose by asldng the 
unions at the planning stage what they 
think of the plan as it is being formu- 
lated? Personally I would' dispute 

that we have had trouble with the unions 
or the men on account of our planning 
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process. Secondly, I would be fully in 
favour of consultation but you have to 
have something on which to consult ; you 
have to have a document and some 
results for it to be meaningful. Going 
along your approach, you could say, let 
them be part of the planning machine. I 
am afraid I disagree entirely with the 
idea that the unions’ job is to help run 
and manage the business. I am all for 
consultations but I think you must have 
some firm proposition which you are 
putting forward for discussion and views. 

Chairman. 

560. That is not in dispute. The 

question is whether you listen to people 
with a very big wealth of experience col- 
lectively between them over a wide range 
of problems. What Mr. Golding is 
suggesting, as I am also from the Chair, 
is that you may well be neglecting ways 
of making an even better plan as a result 
of this failure to do a two-part consulta- 
tion? 1 still claim that the make-up of 

the plan is of little value to anybody until 
it is pulled together. 

561. We are assuming you start with 

a provisional plan? We start with last 

year’s plan. 

Chairman.] In effect, this new version 
of an old plan, if you like. We are assum- 
ing you come with a provisional plan 
as to what you intend to do, how much 
you will spend on this, how much you 
will spend on that, and so forth. We are 
saying that an oportunity should be given, 
in your interests as much as in the men’s 
interests, for comment and consultation 
about that provisional plan. That is 
obviously a hobby-horse of Mr. Golding 
and myself ; perhaps we ought to hear 
from Mr. Crouch who has a question. 

Mr. Crouch. 

562. Could I bring Mr. Bosworth back 
to the relationship with his various gov- 
ernment departments? One of the things 
in which this Sub-Committee is interested 
is to know who runs the nationalised 
industries. I am interested to know who 
runs the railways, the Board or the 
Department. I am not being offensive, 
but one comes across in this Sub-Com- 
mittee this sort of cosy relationship — or 
sometimes not so cosy relationship — be- 
tween board members and the responsible 
department. I have been looking at these 
papers. Hearing you .talk, it would seem 


that for major capital investments there 
is pretty tight screening in the British 
Railways Board and organisation before 
they go up to the Department of the 
Environment. Do they keep you waiting 

much? -We have got a fairly firm 

understanding that they have to give a 
decision in 28 days. At our investment 
committee we list any project that is 
with the .Department on which we are 
awaiting a decision. As soon as 28 days 
is up, or even before, we begin to apply 
pressure to get the answer. There are 
some projects right now which are over 
the 28-day situation, and here I think 
one must accept that they are in course 
of re-examining a railway forward 
policy and I accept their difficulty at 
this point in time. Normally the 28-day 
situation has worked quite well over the 
last three or four years that I have been 
involved in it. Mr. Skerrett can give 
the detail as to how many projects go 
to them. Not every project goes to the 
Department. We show them the total 
plan for the year and have a categorisa- 
tion system which would enable them to 
select one or two to go through in detail. 

563. I really want to know to what 
extent they try to get into the technical 
management of the railways with you, 
or do they just use their own screening 
against their own departmental policies? 
1 think you always get some non- 
sense questions where they are asking 
about items of detail which they should 
not be asking about at all. But it is in 
our interest, I think, to get them to 
understand railway problems and get 
them out to see projects, sometimes 
months before they have gone up to 
them, so that they understand some of 
our problems. Mr. Skerrett deals with 
the questions that the Department asks 
and will be able to give a better answer 
as to whether they are ones that are 
correct for their role. (Mr. Skerrett.) I 
have been involved for the last four 
yeans with the Department in these 
matters and my experience has been 
that on the whole the questions which 
they ask are sensible and reasonable. 
Occasionally, as Mr. Bosworth said, 
you get the odd question which one 
could argue about, but for the sake of 
relationships we do not worry too much. 
By and large the questions are sensible 
and sound and they do not, in my ex- 
perience, hold up projects which can 
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be dealt with straightforwardly more 
than the normal three to four weeks 
which we have agreed with them. We 
have to report each year to them all 
projects over £250,000. They then 
decide with us which projects they would 
like to see in detail and approve after 
the Board has recommended them to 
them. There are others they just want 
to be advised we are going ahead with. 
With others they say “ We don't wish to 
see any more ”. Out of, say, 80 projects 
in 1972 there were 21 they wanted to 
see for deep scrutiny. 

Chairman. 

564. Is your to-ing and fro-ing, the 
question and answer session which takes 
place during the course of the year, 
wholly formal in the sense of you 
writing a letter or memorandum to your 
contact man in the sponsoring ministry 
and vice versa, or do you get on a 
“Dear Bill” basis or do you .ring up 
Bill, for example, or have a drink with 
him after work to discuss the problem of 

so-and-so, or a 'bit of each? It is a 

bit of each normally. At the moment 
when a project begins to frame up in 
sufficient detail for us to approach the 
Department we write formally saying 
“The Board is considering this par- 
ticular project” — of which they already 
have notice, of course — “ and these are 
the main issues that we see. Is there 
anything you think we could improve 
on or are there any questions you are 
likely to ask later that we can be getting 
on with to avoid delay to the project? ”. 

565. When you run into the odd curly 
one, where they think this and you 
think that, and there is a pretty frontal 
collision, would yon be inclined, with or 
without your senior colleagues, to treat 
it on a very informal basis and go down 
and have it out in informal surround- 
ings? How would yon normally tend 
to handle the really curly one where they 
think something quite different from 
you? If that event should arise, we 
have a get-together round die table, 
hammer it out, and come to an agree- 
ment. We have never yet not come to 
an agreement. 

Mr. Crouch. 

566. Parliament is not able to run the 
railways, and it is a good thing that it 


does not try to, but Members of 
Parliament often want to find out what 
is being done by the Railways Board 
to meet a certain problem, overcrowd- 
ing on trains, trains running late and so 
on. This of course, if the British Rail 
ways Board act on it, could lead to 
massive investment plans, as happened 
the South-East. Who provides the 
initiative for responding to this public 
clamour for a better service? Is ; t 
coming from the Department, from the 
Minister, or is it at Board level that 
something must be done so that a 

scheme is put up to put it right? 

(Mr. Bosworth.) I would say it is 
entirely from the Board. I am not 
aware— I would like Mr. Skerrett to cor- 
rect me if I am wrong about this— of 
any initiative for improved quality of 
service or quantum of rail facility 
originating from the Department. Cer- 
tainly we are constantly talking with 
them, especially on London and the 
South-East and the commuter type prob- 
lem, on >the extent to which one can 
improve quality of service and its 
relationship with pricing ; but I do not 
think we have ever had an input from 
them 'that we must do something about 
our quality of service. 

567. There was a debate in the House 
some years ago on a Private Member’s 
motion which was then answered by 
the Minister for Transport, the present 
Chairman of .the British Railways Board. 
There was, as it were, a pressure from 
Parliament representing people’s views? 

1 think die response to something 

like that would emerge straight away 
from the Board who are well aware how 
one can spend more money and what 
it can offer. If it was public opinion 
that there was a need for an improve- 
ment of quality, the Railways Board 
would be the people who would straight 
away show what could be done. We 
might not advocate that it was money 
well spent, but we could show what 
could be done. 

Mr. Tugendhat. 

568. Through no fault of your own, 
you have obviously moved into a period 
of very considerable financial losses. My 
impression is that in the past when we 
have had nationalised industries running 
in this_ way you have found yourselves 
willy-nilly falling much more under the 
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control of the Treasury. In the first 
instance, would you like to comment on 
how you see your relationship with the 
Treasury developing in the light of 

your present financial situation? We 

are putting forward a whole series of 
papers to the Department on our future. 
We have a steering group who are con- 
sidering these papers and advocating 
further specific studies to enable the 
Minister to come to a view on policy. 
We have got sitting on the steering 
group full-time a member from the 
Treasury. When we did a presentation 
of how we see the future turning out 
to the Minister a few weeks ago, we 
had three seniors from the Treasury at 
that presentation. This was at the 
Department’s own suggestion. So that 
the Department recognised the need for 
Treasury involvement in finding a solu- 
tion to our current financial problems. 
As to whether we are coming more 
under their control or direction, I sup- 
pose one must say yes, but they are 
obviously going to have to play a major 
part in solving the current financial 
problem. 

569. I am not quite clear as to 
whether these papers are designed to 
produce a policy to ensure your own 
independence. What is the function of 

this exercise? They are proving the 

fact that there is not a viable solution 
to railway operation, irrespective of the 
size. In fact, the support required in 
the way of both transition cost and 
financial support on an annual basis 
becomes greater as the railway is made 
substantially smaller. That I think is 
recognised now by our Department. I 
do not think it has always been, but 
it is now. 

570. So that, given the situation which 
you find, do you feel that there is any 
need to think of re-definition of the 
roles of the Treasury and the Depart- 
ment in their relationship with you, 
since inevitably it seems that you will be 

much more under Treasury control? 

I hope we are not going to be under 
Treasury direction, but I think it is right 
that when a business is given a certain 
financial brief to run rail transport and 
so on, it must be right for the Treasury 
to come in at that point and that the 
Department should help to set the pattern 
for the future. But I would hope that 
immediately solutions have been found 


as to the future pattern, the Treasury 
would disappear into the distance and 
that we should only see them once a 
year. 

Chairman. 

571. Would you care to enlarge on 
your pricing policies, and especially with 
reference to their long term implications? 

1 think it is important to start from 

the fact that we recognise that the Rail- 
ways are not in a monopoly situation, 
other than perhaps in London and the 
South East, and that we are in a highly 
competitive situation, so that pricing is 
very much influenced by the market and 
the competitive situation. Generally, we 
have set our minds to ensuring that rail- 
way prices move with inflation and that 
we price up to justify new investment 
as opposed to replacement investment, 
and that we can price up to cover real 
wage increases. Now, that has been our 
policy in our planning to date, and we 
have not come to a solution which en- 
ables us to do that because we have not 
come to a viable answer in railway 
planning ; but that has been our policy. 
In the light of the current situation it 
must be right to ensure that all aspects 
of rail traffic prices move with inflation. 

572. Would you think it possible — I 

put it no higher than that — that you 
could be missing some optimum revenue 
by charging what I regard as very high 
prices certainly for a number of sub- 
urban journey’s in London — one which 
affects me personally, for example, is 
the journey from Richmond to Westmin- 
ster, where the single fare is 25p, five 
shillings in the old currency ; this would 
seem to be at a dangerously high level 
in terms of losing revenue from regional 
customers? In fact if one has a com- 

pletely free hand with passenger trans- 
port, it would probably be right for 
British Railways to move right out of 
the inner suburban traffic and to cater 
for the medium and outer distances 
which obviously, as one can understand, 
give greater profitability because they 
are longer journeys, and to concentrate 
on London Transport and other forms 
of transport for the inner services. One 
of the great difficulties would be setting 
any period if one were to carry out such 
a change ; one would undoubtedly lose 
revenue in the short term whilst one was 
planning for this to happen. Now, mov- 
ing away from your particular question, 
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I think that on inner commuter services 
we do watch very carefully the effect 
of pricing and the danger of losing 
growth, and I think we were forced in 
our search for viability to increase the 
pricing on some of the inter-city ser- 
vices to a slightly dangerous level and 
growth did literally level right off ; it is 
now increasing again, however, aw 1 
think this is something which is highly 
critical for business travel if, unfortun- 
ately, we get to a situation where busi- 
nesses send their people on these journeys 
by car. 

573. Would you care to comment on 
the present state of your financial objec- 
tive and say how it has affected your 

present operations?-; When you say 

“ the present financial objective ”, you 
mean the one which has come to a halt 
because we cannot reach viability? 

574. In effect, ves? And the affect 

that this has had on our current 
operation? 

575. Yes? 1 think the only point I 

would make is one which I think I have 
already mentioned. We have, of our 
own accord, deferred a certain amount 
of investment which I think must have 
an adverse efFect. Nothing has been 
done which can effect safety, although I 
think the Chief Executive on the Rail- 
ways would say that he has imposed some 
100 or so speed restrictions which affect 
the quality of the service and which ulti- 
mately affect the revenue, caused by lack 
of finance available for investment, and 
these are known to the Board, and it is 
for decision as to whether it is right or 
wrong. 

Mr. Golding. 

576. Can you give us some examples 
of investment decisions which have been 
deferred over the last twelve months? 

X think one that Mr. Stoddart would 

be interested in is this. We have not 
during the last four years found any 
solution and been able to apply invest- 
ment for replacement of the wagon fleet. 
We are literally on our freight business 
making use of existing assets and not 
ploughing back investment to build a 
new fleet. So at some point when we get 
our forward policy right, we have got 
to have a substantial level of investment 
to build a given number of wagons and 
to have a new fleet emerging. If we 


stayed on our present course, the freight 
would disappear. 

577. I have heard that in North Staf- 
fordshire there have been periods when 
there have been great shortages of 
wagons to move coal. Would you think 

that this could have been possible? 

There is a time during every single year 
when there is a slight shortage— and 
quite often it is a geographical prob- 
lem— of wagons to move coal, and prob- 
ably there are 8,000 wagons sitting idle 
somewhere else with no coal in them 
Generally the agreement with the Coal 
Board as to the number of wagons re- 
quired is all ironed out during the sum- 
mertime and we know what we are go- 
ing to do, but I think it is inevitable that 
at some periods there could be a short- 
age. Again, we have to turn traffic away 
because it does not pay to have wagons 
standing idle to meet some ship. I do 
not think we can always use every single 
bit of business which is offered ; that is 
really the situation of the past. 

Mr. Stoddart. 

578. This is one thing which I raised 
briefly earlier ; this is one thing which 
people in my constituency have been very 
concerned about. I am very concerned 
about the wagon fleet and also about the 
age of some of the passenger fleet ; and 
certainly on the Western Region British 
Railways put on some four-car sets 
which really ought to have been on the 
scrap heap a long time ago. I would 
like to know what is being done not only 
to stop the decline in the wagon fleet but 
also what is being done to replace some 
of the old passenger stock. The other 
thing is this. Quite obviously your capi- 
tal programme ought to be bigger, you 
know that it ought to be bigger and we 
know that it ought to be bigger ; but you 
cannot undertake it because you have 
not got the cash flow to finance it. Now, 
clearly some logical solution will have 
to be found to financing railway opera- 
tions, and no doubt you have considered 
very many methods of doing this without 
perhaps getting a direct subsidy. I 
would like to ask whether you have con- 
sidered the suggestion which has been 
made that the Government should take 
over all track, both roads and railways, 
and, as far as freight is concerned, 
should charge on perhaps a ton/mile 
basis. It may be difficult to get at this 
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administratively, but I would like to 
know whether you have considered that 
because it is a suggestion which merits 
consideration. I would also like your 
view on the fairness of the Government 
allocating, as in fact they do in the case 
of road 'vehicles, a certain amount of 
money per head of population in order 
to pay for the fixed costs which the Rail- 
ways bear. The argument for a £25 
Road Fund Licence is that there is the 
fixed equipment whether you use it or 
not ; it has to be provided in case you 
do use it. Now, the same is surely true 
also of the Railways. I would like to 
know whether this point has been con- 
sidered by the Railways Board and 
whether it has in fact been put forward 
to the Government? We have not de- 

veloped and put forward proposals on 
the latter point of a fixed charge per 
capita for having the railway services 
available. Our main proposal is very 
much in line with the first one, where we 
would separate out from our Board 
Accounts quite separately a Railway 
Infrastructure Fund Account which 
would receive support for invest- 
ment and maintenance, on which 
we would pay a small proportion 
of the investment and a large proportion 
of the maintenance, and these perhaps 
could be varied according to the Gov- 
ernment’s state of trade, which would 
give us some more flexibility, because 
there is no flexibility at all in the pres- 
ent system ; and we have shown that this 
can be a very workable solution. It 
does not go the complete way that you 
have suggested of handing over the infra- 
structure like the roads, to the Govern- 
ment : but it goes a fair way in that 
direction. 

Chairman. 

579. How does the Board view its 
relationships with the other nationalised 
industries, notably airports and to some 
extent road haulage? Would you care 
to comment on this in the context of 
regiono! planning and, as an after- 
thought, what is your comment and the 
Board’s reaction to Mr. Ezra’s reported 
suggestion that there should be a com- 
bined planning exercise for the Coal, 

Rail and Electricity industries? We 

have very close liaison, as I said earlier, 
on planning with both Steel and Ooal ; 
they are our major freight customers. 


With the Airports Authority contact is 
primarily concerned with new develop- 
ments, that is to say the Third Airport, 
and we are deeply concerned regarding 
decision making to enable the rail link 
to be effective by 1980. This is not just 
because of the Airports Authority’s 
problem, it is the whole process of route 
Iseledtion and 'decision taking in the 
London area. So many people are 
involved and we are only one peg in 
the total picture, and we are concerned 
with that. But I think on the question 
of liaison with the Airports Authority 
we get all the information which we 
require and feed in the options which 
they are looking at as to how they deal 
with the terminal problems at Maplin. 
When you turn to the nationalised indus- 
tries concerned with freight, I think one 
has to recognise that each business really 
has a financial viability objective, and 
there must be cases where -the national 
freight corporations, quite rightly, in 
order to meet their objective, are looking 
for traffic which is more suitable for 
rail. They could go for it and they do. 
This must happen. 

580. But it is surely not desirable that 

it should happen, is it? It is certainly 

not desirable that it should happen, but 
if you have an objective of reaching 
viability and being able to provide funds 
for the replacement of your assets, then 
you cannot blame them for doing it. 

581. This is one of the weaknesses of 

the compartmentalisation of the Trans- 
port Industry? 1 quite agree, but I 

can understand them doing it. But per- 
haps of more importance from our side 
is when you turn to the freight liner 
operation, which is run by the National 
Freight Corporation. It might make 
more sense if this were more in the 
hands -of the railway operators. We 
have a sort of liaison on freight liners 
with the National Freight Corporation ; 
we -have -a joint working party on the 
freight liner operation and, in so far as 
you have got two separate activities, I 
think it works very well. The other area 
0 -f “ nonsense ” is when you come to the 
parcels business. You have got British 
Railways running a parcels service, you 
have got the national carriers with 
their parcels service, and you have 
got the Post Office ; and all three 
are finding competition pretty difficult 
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and are probably not making the profit 
that they should be making. But you 
cannot really expect businesses to give 
up sizeable parts of their revenue. It 
needs some co-ordination and direction, 
and I do not think it will occur at 
present unless there is some direction. 

582. Such as what— a directive from 

the Ministry of Transport? Yes. 

There was under the 1968 Act something 
called the Freight Integration Council, 
but it failed to reach any satisfactory 
results. 


Mr. Stoddart. 

583. I must say that what Mr. 
Bosworth has said has worried me, as 
I am sure it has worried you, Mr. 
Chairman, and I am wondering how 
much influence the Railways can in fact 
have, because if this sort of thing goes 
on then we will reach a stage, surely, 
where we will be duplicating the motor- 
ways, where we will be duplicating the 
M.l and the M.6 before long, unless 
you can get your colleagues from the 
National Freight Corporation to see the 
sense of sending long-haul goods by 

rail? Well, it is not for the National 

Freight Corporation voluntarily to give 
up sending goods by motorway ; but I 
agree entirely with what you are saying : 


there are studies in hand for what i 
really a duplicate motorway for the 
serving Birmingham via Oxford and 
would claim that somebody should IrJ 
very carefully at moving more freight on 
to the railways before they spend monev 
on .that. But it is not for the National 
Freight Corporation to do it, nor are 
we in a position to do it entirely on our 
own. 


Chairman. 

584. Well, I think we have had a 
reasonable run, unless you have anythins 
to add, anything which is nagging a t 
you and which which we have not 

touched upon? No, Sir. I think I 

can only say, from my own very limited 
experience, that we probably have better 
relations, I think, with onr Department 
than those which I understand exist ia 
certain areas with other nationalised 
industries. I do talk with other 
finance members in the other nationa- 
lised industries, and I think on the whole 
we have worked up quite a reasonable 
arrangement during the past few years. 

Chairman .] On behalf of my col- 
leagues I would like to thank you, 
gentlemen, for coming along. It has 
been a very helpful session for us and 
we are extremely grateful to you. Thank 
you very much. 
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Mr. Dormand. | Mr. Tugendhat. 


Memorandum submitted by the British Airways Board 

BRITISH AIRWAYS BOARD 

Memorandum on Procedures followed in 
coming to decisions on major Capital Investments 


1. Introduction 

1.1. Since 1st April 1972, the British Airways Board, under the provisions of 
the Civil Aviation Act 1971, has assumed responsibility for the control of all acti- 
vities of the two Air Corporations, B.O.A.C. and B.E.A. Prior to that date each 
Corporation had complete autonomy within the framework of the Air Corporations 
Act 1967 and each had established its own procedure for the control and approval 
of capital investment projects. 

1.2. At the present early stage in the development of the British Airways Board’s 
task in organising the activities of the group, the basic capital expenditure control 
procedures within each of the Corporations (which procedures are considered 
to be soundly established) have not been altered except that certain projects as 
described later (section 3) must now be referred to the British Airways Board for 
authority before implementation. 

1.3. Additionally, following the Board’s First Report on Organisation in July 
1972 a number of divisions which were previously subsidiary companies of one or 
other of the Air Corporations were transferred to the direct command of the 
B.A.B. from 1st September, 1972. Reference to authority limits for these divisions 
is also made in section 3. 

2. General Procedures 

2.1. Procedures within the Air Corporations and other divisions of the Group 
are broadly similar and do not differ in principle whether a major project or a 
small one is involved. By their nature, however, major projects are bound to be 
closely related to matters of strategic importance and are therefore given espe- 
cially careful and very detailed examination as to such aspects as cost, operational 
life, profitability, competitiveness and alternatives available. 

2.2. It is thought that the main points of procedure throughout the Group which 
the Select Committee will wish to know are as follows: 

(1) An investment programme covering the whole range of planned capital 
expenditure estimated over a 5-year period ahead is prepared annually by 
each Division. This identifies all projects above a certain cost level which 
may be as low as £20,000 and which may vary according to the size of the 
division or unit which sponsors them. 

(2) The contents of this programme are examined and discussed at various 
authority levels within the Division in relation to available sources of 
finance and corporate planning strategy. 

(3) The programme is then summarised in a manner which highlights impor- 
tant projects and is approved in principle by the Divisional Board — subject 
to any amendment which the latter may decide to make — but this approval 
in principle does not convey specific approval to individual projects in the 
programme. 
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fd) Divisional programmes are then individually examined by a B.A.B. Com 
mittee headed by the Group Managing Director and, after incorporating 
any amendments which may be introduced at that stage, are consolidated 
into a Group Investment Programme which is submitted to the British 
Airways Board for approval in principle — which again does not convey 
specific approval of individual projects. 

(5) The programme is then discussed and cleared with the Department of 
Trade and Industry during the course of the annual investment review. 

(6) Individual projects, when they are judged by sponsoring units to justify 
implementation, are dealt with under control procedures which include 
evaluation by means of the best investment appraisal techniques and a 
system of approval under delegated limits of authority. Investment appraisal 
in financial .terms is normally by the D.C.F. method having regard to the 
Government Test Discount criterion (at present 10% at constant prices). 
The total of approvals given is progressively monitored in relation to the 
planned capital outlay indicated by the investment programme. 

3. Delegation of Authority 

3.1. The present framework of delegated authority established by the B.A.B. is 
as follows : 

(1) Divisional Boards may approve projects as below: 

B.E.A. and B.O.A.C. : up to £500,000 
Other Divisions : up to £50,000 

Authority within those limits may, with the approval of B.A.B., be delegated 
within each Division in a manner decided by 'the Board concerned. 

(2) Projects above the stated limits, after acceptance by the Board of the 
Division concerned, must be submitted to B.A.B. for approval. 

(3) All projects involving investment in any company outside the group, 
for example, support activities such as hotels, travel agencies, must be sub- 
mitted for approval to B.A.B. regardless of amount. 

(4) At B.A.B. Headquarters the Board has delegated powers of approval for 
all projects up to £5m. excepting aircraft purchases to a Capital Expenditure 
Sub-Committee headed by Chairman or Deputy Chairman and including 
one part-time Board Member. Aircraft purchases and other projects of 
more than £5m. require approval of the full Board. 

4. The Role of the Department of Trade and Industry 

4.1. Major projects are identified at an early stage in the planning cycle and are 
normally discussed with the Department of Trade and Industry in broad terms 
during the annual investment review procedures. Such projects relate very largely 
to aircraft procurement, either in the sense of purchasing the aircraft themselves or 
in the sense of setting up necessary ancillary facilities such as hangars and work- 
shops. There are, however, occasionally other major projects of a more general 
character, for example, computer installations. 

4.2. In addition to _ general discussion about the programme as a whole at the 
time of the annual investment review, i.t has been the practice in the past for 
both Corporations to consult in considerable detail with D.T.I. and to obtain its 
specific approval before commitments were finally entered into on all projects 
in the following categories: 

(1) ‘ Aircraft purchases. 

(2) Computer installations. 

(3) Any project over £lm. 

(4) Any project, regardless of amount, involving investment in a company 
outside the group such as hotels and travel agencies, or the establishment 
of any new company providing support activities. 
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The B.A.B. is now undertaking the role of consultation with the DTI whenever 
this xs necessary and is at present doing this on the same basis, described above 
as applied in. the past to the Air Corporations. * 

4.3. It is, however, the Board’s desire to reach an understanding with, the 
Department of Trade and Industry whereby its freedom to implement capital invest- 
ment decisions is less restricted. The basis the Board has suggested is that: 

(1) The Board should be permitted to approve individual projects un to £5m 
provided that projects for the acquisition of aircraft and computers of 
whatever value are counter-approved by D.T.I. before commitment. 

(2) The Board will inform D.T.I., prior to commitment, of any significant 
capital investment relating to support activities like hotels, etc. 

An understanding along these lines has not yet been formally reached but in a 
letter dated 17th August, 1972 to Chairman B.A.B., the Minister indicated that 
given agreement on long-term strategic plans, annual budgets and investment pro- 
grammes, individual investment decisions should be the responsibility of the Board 
subject only to macro-economic intervention by the Government 


Examination of Witnesses. 

Mr. David L. Nicolson, Chairman, Mr. Keith Granville, C.B.E., Deputy Chairman 
Mr. Henry E. Marking, C.B.E., M.C., Group Managing Director, Mr. D H* 
Glover, C.B.E., Group Financial Director, and Mr. S. F. Wheatcroft, Group 
Planning Director, British Airways Board, called in and examined. 


Chairman. 

585. May I extend to you, Mr. Nicol- 
son, and your colleagues an especially 
warm welcome. As you will appreciate 
this to me is a rather special meeting as 
I know all the witnesses for the first 
time in my career as Chairman. It is a 
real pleasure to have you before us. I 
am sure your evidence will be of great 
help to us. You were kind enough to 
send us a memorandum which we have 
marked Ml 5. We have also had one 
from the Department of Trade and In- 
dustry. We will be throwing questions 
at you in connection with the memo- 
randum. The first one I would like to 
ask you is, would you care to elaborate 
on one or two passages contained in the 
memorandum? In paragraph 2.1, for ex- 
ample, it is stated, and I quote: “ major 
projects are bound to be related to 
matters of strategic importance”. Could 
some examples be given of “ matters of 
strategic importance ”? Is it just a matter 
of size and who decides what is of 

strategic importance? (Mr. Nicolson.) 

The procedure we have at the moment 
with the D.T.I. is that on anything which 
is in excess of £1 million expenditure 
we have to put up a special case for 
the expenditure to them irrespective of 
whether it is included in the annual 
investment programme which is agreed 
394416 


annually. We hope we can in due course 
increase this delegated limit. We feel i 
is rather low, but that is the way it is at 
the moment. We do appreciate that any 
question of aircraft or equipment pro- 
curement from foreign sources would 
be something ^ which the D.T.I. in any 
case would wish to review with us. 

Mr. Dormand. 

586. All the information Mr. Nicolsoi 
has given us is contained in the memo 
randum. I wonder whether we coulc 
have a bit more depth? — —(Mr. Gran- 
ville.) Our expenditure of capital is in 
the region of 80 per cent, on aeroplanes 
and the use of those is strategic. 

Sir Donald Kaberry. 

587. What I would like to know is 
what outside expert evidence you take 
before you advise any expenditure on 
aeroplanes. I recall over the years in this 
very room evidence with regard to the 
Super VC10 not being adequate for 
B.O.A.C. and so on. Do you take out- 
side advice or do you advise yourselves? 
1 think in general we have the ex- 
pertise within the group and we can 
make our own assessment of all aircraft 
that are offered to us by manufacturers. 
Also we have the expertise to state the 
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general kind of requirement we have 
for aircraft. The VC10 one was more 
a matter of numbers of aeroplanes rather 
than efficiency or competence of the 
aeroplanes. Our aircraft purchases have 
all, X think without exception, in quantity 
and qualify turned out to be right. With 
hindsight I do not think we would look 
back and say we ought to have bought 
differently. 

Chairman. 

588. You do not think you might 
have gone harder on the VC10? 

Only on numbers. We took a lot. We 
originally had 35 and then we cut the 
order down. We ordered too many 
originally, rather like Pan American did 
with fhe 747. 

Sir Donald Kaberry. 

589. Are you saying that the Board is 
sufficiently self-supporting and self- 
contained that it can advise itself with- 
out any outside advice when spending 

moneys of this very large amount? 

(Mr. Nicolson.) This is not exactly how 
it happens in practice. We usually have 
competing offers from several different 
manufacturers. We have extensive, and 
very full competitive presentations. We 
have to compare them one against the 
other. Each one is more than anxious to 
point out the weaknesses in the others’ 
arguments. In addition to our own ex- 
perts and considerable staff facilities, we 
have all this competitive information 
and pressure in deciding what to do. 
Also, in deciding what aircraft we need, 
we have from time to time employed out- 
side aviation consultants. (Mr. Marking.) 
To answer Sir Donald Kaberry’s point, 
in so far as assessing what the require- 
ment is of the sort of aircraft we want, 
the size of aircraft and when we want it, 
which of course will vary greatly 
according to whether it is a little aero- 
plane required in Scotland or one re- 
quired to fly to Los Angeles, I think 
there is no one better qualified in this 
country to say what the requirement is 
than we ourselves and our experts who 
judge these things. Over the last 25 years, 
by and large, they have turned out to 
be right. We have of course a lot of 
competing offers from Boeing, Aero- 
spatiale and so on. We have people in 
the Group who are performance and 
analysis assessors who can assess the 


engineering worth, the operation,! 
qualities and the economic performance 
of competing aircraft. I do not believe 
there is anyone outside our British Air 
ways Group who could give us better 
advice on these matters than the uemL 
we have with us. v pe 

Mr. Tugendhat. 

590. I am sure Mr. Nicolson might 
agree that one effect of the Rolls R 0 w £ 
crash and the events surrounding the 
RB 211 is that people have become very 
suspicious of the claim that “ We have 
the experts to do it in the house ". I Ie . 
member talking to one bank at the 
time — an American bank not involved in 
the financing of Rolls Royce at all— 
which said they felt they would not have 
taken outside advice and if Rolls Royce 
felt they could do something who better 
than Rolls Royce to say so. One does 
hear often of aeroplanes when they 
come into service having faults of one 
sort or another. There are sometimes a 
few crashes before they get worked out. 
This is not meant as a hostile question, 
but do you feel there is no third party 
against whom you ought to or could test 
your own ideas, and do you feel you 
would save either money, lives or time 
if you did check out some of your ideas 

with third parties? (Mr. Granville.) 

Perhaps I could answer that. I can think 
of no consultant ill this country whose 
opinion I would rate more highly than 
the opinion of the people we have 
working for us. The investment is 
scrutinised carefully by the Department 
of Trade and Industry and by the 
Treasury so there is that extra check on 
our judgment. 

591. In the first place one thinks inter- 
nationally as Well as nationally in avia- 
tion. Secondly, even if you are right in 
all big organisations you tend to have 
a body of received wisdom. One of the 
advantages of using a consultant is often 
to test out whether ones own received 

wisdom is on the right lines? (Mr, 

Marking.) That is one of the advantages 
I have seen in having outside board 
members, non-executive members of the 
board. They are not committed at aE. 
They are not predisposed to any par- 
ticular solution to the problem, so we 
have not only to be convinced ourselves, 
but we have to convince our part-time 
board members who can take an inde- 
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pendent judgment on it. It is a very 
salutory brake on the executive. (Mr. 
Granville.) On consulting outside, we do 
on the technical side consult with the 
Air Registration Board, now called the 
Air Requirements Board, about the 
standard of safety of an aeroplane before 
we buy it. There are many cases between 
the A.R.B. and B.O.A.C. where modifica- 
tions have been insisted on with the 
manufacturers before it goes into service. 

Mr. Dormand. 

592. I was surprised to hear Mr. 

Nicolson say in answer to Sir Donald 
that the situation was taken care of be- 
cause of the competition. Mr. Nicolson 
made no mention of the fact which Mr. 
Marking emphasised, that you have in 
fact got the expertise within your own 
body. (Mr. Nicolson.) The competi- 

tive element is very important in prac- 
tical terms. We are in no way resistant 
to the appointment of a consultant. I 
was a consultant for many years and 
Mr. Wheatcroft was an aviation consul- 
tant before he joined the Board. We 
are fully receptive to employing an out- 
side consultant when needed. 

593. You are getting the competitive 

element, you are getting the expertise 
from inside and you are getting on occa- 
sions the consultancy which is already 
mentioned? Yes, I think so. 

Chairman. 

594. In considering the question of 

investment decisions to purchase air- 
craft, does the Board buy aircraft to 
suit the market, or does it make the 
market suit the aircraft? Do you start 
with an aircraft and then forecast how 
well it is going to do for you, or do 
you start from a market situation and 
then shop around for the appropriate 
aircraft? The latter. We are con- 

cerned in our planning to start from 
assessment of the market and then at any 
moment of time we have a fleet of air- 
craft which we have already in service, so 
what. we are looking for is where the 
additional requirements arise to supple- 
ment the fleet, to perform what we en- 
deavour to define as mission roles. 
Having established a mission role . we 
tell the industry about it and get various 
offers to meet those requirements. 

595. Returning briefly to the VC10, 
it is a case where in fact the aircraft, cer- 
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tainly as far as B.O.A.C. was concerned, 
to some degree determined the market, 
its passenger appeal turned out to be 

greater than anticipated. Because of 

the competitive attraction of the aero- 
Produced a larger market share, 
it did not change the mission role. I 
think this was Mr. Granville’s point 
just now, that hindsight altered perhaps 
our view about the number of VClOs 
which were required, but not the speci- 
fication. 


596. Was it not perhaps capable of 

running a bit longer than would other- 
wise be the case? (Mr. Granville .) 

1 he length of life is common to aircraft 
of similar performance. It will remain 
m service to 1978 at least, depending on 
the competitive situation at the time. 

597. I have some more questions 
under the same sub-heading. Would the 
Board describe its relationship to the 
aircraft industry? Do they engage in any 

joint forecasting exercises? (Mr. 

Nicolson.) We have a normal com- 
mercial relationship with the aircraft in- 
dustry and we normally do all our mar- 
ket research forecasting and forward 
planning ourselves. Our computer tech- 
niques for doing this we believe are 
superior to most available in industry 
anywhere. In fact in the recent evalua- 
tion of the need for the Lockheed Tri- 
Star which was carried out, the com- 
puter programme developed and the 
study made was definitely ahead of any- 
thing of its kind so far as we know. 
Naturally, the aircraft manufacturers 
tend to develop their own forecasts, and 
so they should because they have to 
assess the market for their planes and 
the total numbers they can sell. From 
time to time they ask us and we compare 
our forecasts' with theirs, but we do not 
accept their forecasts and we think we 
are as good as anybody in the world at 
forecasting. 

598. Would you describe your anti- 
cipated purchase of Concorde as purely 

commercial? No, I would not. The 

Concorde is a very important develop- 
ment project which I consider we are 
able to afford within our forward Group 
planning projections. We have a great 
opportunity to increase our share of the 
world aviation market and expand our 
business and we have been promised the 
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support of the Government to the tune 
of £250 million new capital. With this 
we have set ourselves ambitious targets, 
a target of earning ultimately after pro- 
bably five years 12| per cent, return on 
the total capital employed of £800 
million which is £100 million profit 
before tax per annum. This is the target 
we have agreed amongst ourselves as one 
we are able to achieve and this includes 
the operating of Concorde in our fleet. 
Our fleet will be 225 aircraft and Con- 
corde will account for only five of the 
225 although it is an important and 
expensive part. What is significant about 
Concorde is that we hope to gain ex- 
perience and to learn from supersonic 
flying. We are not afraid of _ being 
pioneers; we always have been in the 
past. There are many uncertainties 
about Concorde. We still do not know 
who else is going to have it. We do not 
know where we are going to be allowed 
to land or where we are going to be 
allowed to fly over. There are questions 
about how long it will last and what the 
depreciation rate should be, and so on 
and so forth. I would not deny there are 
uncertainties, but we feel very strongly, 
with a plan which is accepted by ail our 
executive as feasible, we will be able to 
achieve 124 per cent, return on invest- 
ment with the total fleet including 
Concorde, and we feel it is a worthwhile 
and desirable project for us to participate 
in. 

Mr. Crouch. 

599. I am not convinced by Mr. 
Nicolson’s answer. It seems extra- 
ordinary when you are saying you are 
confident that you are talking of having 
a £250 million subsidy from the Govern- 
ment. It is not a subsidy. Perhaps 1 

may turn to our record as I feel it is 
relevant. If you fake the past 8 years 
you will see the average profit of the 
companies now comprising British Air- 
ways was £28 million a year, representing 
9T per cent, return on investment. We 
are not state-subsidised. We have made 
profits and we have earned money for 
the taxpayer, although some people like 
Pan Am think we can compete with 
them on the North Atlantic run and 
charge lower fares because we are 
Government-subsidised. Not only are 
those past eieht years a story in them- 
selves of achievement — I do not think 


they show a bad return — but in the next 
five years our plan is to more than 
double this average profit performance 
I would say in commercial terms and in 
commercial achievement the business 
performance of the airlines is good and 
we are not, if I may venture to say so 
comparable to certain other nationalised 
industries in that we do not have any 
kind of monopoly, and certainly not 
internationally, and 90 per cent, of the 
business is international. Also in the 
10 per cent, that is domestic there is no 
monopoly. 

Chairman.] Provided they do not get 
any more routes off you this may 
continue. 

Mr. Crouch. 

600. I was not suggesting British Air- 
ways are a monopoly; I know they are 
not. What I was suggesting was that I 
was concerned that Mr. Nicolson should 
be so confident as to say Concorde was a 
viable aircraft on the present costings, 
seen from an airline operator point of 
view. Surely there is some subsidy behind 

it? 1 did not say Concorde per se was 

a viable aircraft. I said there were grave 
uncertainties about the outcome of Con- 
corde, but I have said I am confident our 
corporation as a whole, in view of the 
projections we have, can afford to under- 
take this important development project. 

Chairman.] You are being asked to 
perform a non-commercial role in this 
sense, in terms of the overall benefit to 
British industry including the aviation 
industry in the future. 

Sir Donald Kaberry. 

601. Is it right you are being asked to 
undertake a non-commercial role? The 
evidence before was that you were there 
to run a commercially viable airline. 
Wherever you bought you bought air- 
craft that would be commercially viable. 
It did not matter to your predecessors 
whether the aircraft was English, Ameri- 
can, French or whatever. Are you now 
saying you are buying Concorde because 

it is British? No. I am saying we have 

a commercially viable plan for the future 
which will compare with anything in the 
large scale private sector and which will 
be the most profitable airline in the world, 
and will include Concorde. 

602. At a loss? Not necessarily. 

There are uncertainties about Concorde 
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and without disclosing the figures, which 
we do not want to do at this stage, it is 
possible for us to make a profit with 
Concorde. We may on the other hand 
make a loss. 

603. I have heard evidence given by 
manufacturers of British aircraft in this 
room saying precisely the same thing 
that they could make very good viable 
British aircraft and B.O.A.C. would not 
buy them because they were not profit- 
able propositions. Are you now going to 
buy Concorde because it is British? 

Chairman. 

604. They have, in effect, been 

covered by the supply of this Govern- 
ment subsidy? It is not a subsidy. We 

have been offered £250 million new capi- 
tal, public dividend capital on which we 
are expected to make a good return and 
pay a dividend. I have tried to demon- 
strate that over the past eight years we 
have made good use of the money made 
available to us. 

Mr. Crouch. 

605. Chairmen of nationalised indus- 
tries have come before us and we only 
question them about their industry, and 
it is helpful to have you as Chairman of 
the British Airways Board talking as an 
airline operator. I am not expecting you 
to tell us today whether you think there 
is a valuable spin off for the British air- 
craft, industry or other industries, but as 
an airline operator you have this confi- 
dence that within the whole fleet you 
can see a success for the British Airways 
Board in incorporating Concorde. This is 

what you have said. Is that so? We 

see the possibility as a result of the steps 
which are being taken to rationalise and 
reform and restructure the Group, and 
the introduction of new aircraft in addi- 
tion to Concorde, Tri-Star, 747 and pos- 
sibly other new aircraft as well. We 
believe it is possible to achieve an ex- 
tremely viable result, including the five 
Concordes. 


Mr. Dormand. 

606. I want to be clear on what Mr. 
Nicolson has said. Was the decision to 
include the five Concordes in the fleet an 
entirely free one taken by the British 
Airways Board without any Govern- 
ment instruction? Are you saying that the 
394416 


offer of £250 million new capital was 
simply something in the nature of a 
carrot from the Government by which 
tney were going to persuade you to buv 

five new Concordes? 1 was asked to 

iorm an Airways Board in October 1971 

to-ri ® rst ^ me January 
•JjP n board 50 per cent, are out- 
side directors from the world of business 
who nave a very highly developed com- 
mercial sense, and unless we could satisfy 
ourselves that we had a viable plan 
including flying the five Concordes, that 
board would never have agreed to it, and 
1 am certain there would have been resig- 
nations from it. But because we have 
been able to develop an overall pattern — 
and I should say there are some very im- 
portant related facts in this-— and because 
it is a pattern of .expansion to maintain 
our market share in a huge growth Indus 
try, in fact to improve our market share 
and to do a much greater volume oi 
traffic, we are able to plan to raise oui 
productivity by rationalisation and othei 
measures without having to resort to 
massive j-edundancies which would 
poison the industrial relations environ- 
ment. and make the whole thing im- 
practical. If you have the capital and 
if you. can get the extra aircraft— and we 
have in. the plan many more extra 747s 
and Tri-Stars than we have Concordes— 
the. whole thing becomes a practical pos- 
sibility. I had to satisfy my board, who 
have an extremely commercially develo- 
ped appreciation of such matters, that this 
was the fact. 

607. The answer is yes, it was a free 
decision? Yes. 


Chairman. 

608. Perhaps I could tidy up one 
further point on the question, with regard 
to placing orders. How far ahead is it 
customary to place orders for aircraft? 
Has this period been growing as aircraft 
have become larger and more compli- 
cated? (Mr. Granville.) It varies a lot. 

The shortest life time of any delivery of 
aircraft has been with regard to the 
Boeing 747 where at one time it was two 
years and then it went down to 18 
months and it is about that period now. 
This, of course, is taking an aeroplane 
that has already been produced in a line. 
If one is going for a type of one’s own, 
starting a new launching, one might have 
to wait for four or five years. We buy 
H 3 
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off the peg if we possibly can. (Mr. 
Marking .) In the past I think it has been 
a disadvantage when B.E.A. has bought 
aircraft from the British manufacturers 
because there has not been a production 
line to buy from. It meant the orders 
had to be placed many years before 
B.E.A. wanted it, and the longer ahead 
you place an order for an aircraft before 
the date of introduction, the less likely 
it is you are going to be right about the 
number of aircraft you need. That is a 
a difficult thing to achieve. We hope 
that will not happen again. 

609. In paragraph 2.2.6. of your 
memorandum you state that “ Invest- 
ment appraisal in financial terms is 
normally by the D.C.F. method having 
regard to the Government Test Discount 
criterion”. Could you explain this? In 
particular, when are D.C.F. techniques 

not applied to investment appraisal? 

(Mr. Glover.) I am not sure how much 
detail to go into. I do not want to get too 
elementary, but the discount cash flow 
technique is meant to reduce to present 
day values of money both the income and 
the expenditure, in relation to the years 
in which the income and expenditure will 
be received and made. This is very 
important indeed because the speed at 
which you make the investment and the 
speed at which you get the return can 
be very different things when they are 
brought back to present day values. 
Therefore, you bring them both back to 
present day values, as this paper says, 
at the rate of 1 0 per cent, to see that the 
project is viable. That is only one of 
the techniques we use. 

Mr. Dormand. 

610. The second part of your question 

has not been answered. This tech- 

nique is always used in every appropriate 
case. That may not appear to be a satis- 
factory answer, but that means in 90 per 
cent, of the cases. In some cases where 
you do not incur calculable income, for 
example, if we want a new flight catering 
centre for our own purposes, we do not 
sell the food so we cannot calculate the 
income, we then use a technique which is 
called the pay-back technique, which is 
another modern technique to find how 
quickly the investment can be reckoned 
to pay for itself, but 90 per cent, of our 
investment comes under the D.C.F. 
calculations. 


Chairman. 

611. Without going into too much 
technical detail, can you give us an idea 
of how you make calculations of when 

it will have paid you back? 1 took as 

an example the catering centre, but ii 
might have been better if I had taken the 
example of the computer investment 
which we made some years ago. The 
reward from that is not tangible money 
but in fact it is a saving of staff 
Through having a computer you can 
avoid a number of staff, and you can 
put a value on that as to what you would 
have paid them, and the accommodation 
costs. By placing one against the other 
you can see after eight years that the 
investment has paid for itself, and that 
is known as the pay-back period. 

Mr. Crouch. 

612. I am not sure how long an invest- 
ment is judged. In other words, what is 
the write-off period, if you like? What 
sort of period of write-off do you give, 
for example, on the new jumbo jet 

hangars at Heathrow? The jumbo 

hangars are related to the expected use- 
fulness of the hangars. I think that is 
true of every asset, whether it is a type- 
writer or an aeroplane. The expected 
useful life is taken into -the calculation. 

613. What is that in relation to the 

jumbo hangars? 1 think it is 30 years. 

They can be used for other types of 
aircraft, but as buildings I think they 
have been given a 30-year life. 

614. Perhaps I had better put myneit 
question to Mr. Nicolson. I am think- 
ing about the transfer from Heathrow to 
Maplin, or the possible transfer. How 
do you view that?- — (M,r. Nicolson .) 
Here again we would like to be assured 
that rapid transit between Heathrow and 
Maplin will take place. Wc accept that 
with the explosive growth of air traffic 
continuing in the way it is now that there 
will have to bo extra facilities one day. 
We are going to be in a tight spot in 
Heathrow in a year or two’s time under 
the present conditions. There are factors 
both for and against the relative tight- 
ness. The more wide-bodied aircraft We 
bring into service the less number of 
take-offs and landings there will be for 
the number of people concerned. The 
more development that is done in short 
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take-off equipment may affect this as 
well. Even allowing for this, we know we 
are going to be in a tight position in a 
year or two’s time and we are going to 
need extra capacity somewhere. In 
appraising whether Maplin is right we 
need to know a great deal more about 
what is going to have to go to Maplin 
and how we are going to transfer pas- 
sengers there, and what communications 
are going to be built. We are very con- 
cerned these days with hotel rooms for 
our passengers. Incidentally, we have a 
minority interest in a number of hotel 
companies. We never operate the hotels; 
but we do have an interest in some 6,000 
hotel rooms, which is quite a small 
number compared with our principal 
competitors because we are now in the 
same league as Pan Am and TWA and 
are in direct competition with them. One 
has an interest in 25,000 hotel rooms and 
the other something like 20,000. All 
these hotel rooms are being built on the 
west side of London and we are con- 
cerned to know about the transport and 
accommodation of our passengers. This 
is not to say that Maplin is right or 
wrong. We need to know a lot more 
about these things. Another factor is the 
growth of the provincial traffic. Man- 
chester is becoming a very large inter- 
national airport. We are active in Man- 
chester, and 60 per cent, of our business 
there is international. 

Chairman. 

615. That is mainly due to the reduc- 
tion of domestic content. 1 think we 

are possibly finding the competition 
London /Birmingham and London/ 
Manchester is pretty tough with the 
railways, but the overall growth in Man- 
chester is big. We are under constant 
pressure to have more international 
services from Scotland, and we need to 
know a lot more about details before we 
care to express an opinion on Maplin. 

616. Allowing for the fact that these 

things are beyond your control in the 
ultimate, would you be distraught to 
learn the Government had a change of 
heart and decided to build another run- 
way at Gatwick or Stansted? 1 do 

not think I would be distraught. 

Mr. Crouch. 

617. We see here all the nationalised 
industries chairmen and their colleagues 
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from time to time. We have recently 
been looking at the steel industry. I 
think it is commonly accepted in the 
British steel industry that it was a mis- 
take some years ago to split a major 
part of the production between Wales 
and Scotland. This was done for 
political reasons. For economic reasons 
it is recognised to be a mistake. There 
is a consideration now for the rationali- 
sation of the steel industry to five major 
plants. What I am suggesting to you is 
that as the Chairman of the British 
Airways Board you may be faced with 

a split you do not welcome. 1 am 

aware of that and it is a matter of great 
concern. If the transfer of operations 
or part of our operations to Maplii 
were done in the wrong way, either too 
fast, or too much, or the wrong opera- 
tions, or without the most careful study, 
it could be very serious indeed for us. 
We are very much aware of this. 

Chairman. 

618. If this is difficult to answer please 
say so. We had a recent debate on Maplin 
in this House and you will be aware that 
the Labour Party has come out firmly 
against Maplin, as at present conceived. 
Would this possibility — and I put it no 
higher — that there might within two 
years be these people with a different 
policy coming to power, affect your 
planning in terms of a possible move to 

Maplin, and if not, why not? 1 do 

not think this would be relevant to our 
planning at this stage, because we know 
so little about what may be expected of 
us at Maplin that we have been unable 
to include anything about it in our plans. 

619. You would not anticipate in two 
years that you would be called upon with 
regard to hard decisions involving money 

with regard to Maplin? 1 do not think 

so. (Mr. Granville) Our planning is 
normally up to a limit of five years. 
Maplin comes on the brink of that and it 
has not arisen yet. (Mr. Nicolson .) The 
thing I can say on this is that no joint 
planning with us has yet taken place on 
Maplin and we do not know what the 
implications might be. 

620. I mention this because it may well 
be relevant, as the alternative government 
has come out quite firmly now in an 
anti-Maplin sense. At some stage it 

H 4 
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could affect your own thinking. It is not 
strictly relevant to our discussion this 
afternoon. When you assumed control of 
the activities of B.O.A.C. and B.E.A. did 
you find that their capital investment 
procedures differed greatly, and if so in 
what ways, and have you managed so far 

to bring them into line? (Mr. 

Glover.) May I answer that as some- 
body connected right through. The 
answer is no, they were not different in 
any significant way. The only way they 
differed was as a result of different 
organisational structures in B.O.A.C. and 
B.E.A. That caused slightly different 
limits of delegated authority at different 
levels in the two organisations. Because 
the arrangements were found to be 
sound they remained very much as they 
were except that, as the paper which you 
have before you shows, there is now a 
reference to the British Airways Board 
in cases of over a half million expendi- 
ture by either of these divisions, as we 
now call them. The systems are reckoned 
to be sound. 

621. Everybody seems to be happy 
with your answer, Mr. Glover. What 
advantages in decision making stem from 
the formation of the Board in your 

opinion? (Mr. Nicolson.) Perhaps I 

could answer that in this way: there are 
Very significant advantages in bringing 
the two corporations together to form one 
major airline, an airline which I believe, 
and which it is our intention will be the 
finest in the world not only in terms of 
size but also safety, technology, progress 
and so on. In cash terms the merger is 
worth probably £45 million a year. We 
believe that by pooling our resources we 
can make greater use of our joint tech- 
nology. A case in point is bringing 
together two first class computer systems 
which nevertheless used different systems 
of hardware. We have put this under one 
management and we also have some- 
thing like 15 other study groups at work 
reporting on different aspects of 
rationalisation which should be possible. 
Some of these reports are decided on and 
acted on and others are yet to come. We 
have received a computer report recently 
which shows significant benefits in invest- 
ment and numbers employed in the 
longer term by bringing together the 
skills and knowledge of the organisations 
into one. We have set up a joint sales 


division for the United Kingdom which 
will enable us under the name “British 
Airways ” to streamline our sales effort 
We believe we are going to capture a 
larger share of the market. We shah be 
more efficient in our procedures, inclu- 
ding advertising. I think there are a 
great many benefits in unification. 

622. My one major reservation-— I did 
have other reservations earlier— is to do 
with the sacrifice of your brand names. I 
do not like the chosen name and nor do 
a lot of people. I do not see the object 
of allowing all the points you have made 
to be in jeopardy by getting rid of two 

names which have been successful? . 

I agree. 

Mr. Tugendhat. 

623. There has been a certain feeling 
recently that some of the mergers in the 
late 1960s have not turned out as one 
might have hoped. I have a suspicion 
that had Lord Stokes come before the 
Committee at the time of the merger 
between Leyland and B.M.C. he might 
have said much the same sort of thing as 
you have said. Clearly mergers are 
fraught with every sort of difficulty. 
They practically never live up to expec- 
tations. Could you tell us what you see 
as the main problems and disadvantages 

of this merger? We are fully aware 

of them. I hope we shall overcome 
them. One of the things we have to 
watch out for is the inevitable process 
of achieving, for instance, things like 
interchangeability of aircraft, which 
operationally has tremendous advan- 
tages. If you have 200 aircraft in your 
fleet instead of 100 and you have delays 
or hold ups at a certain time in a certain 
country you are more able to switch in 
a replacement aircraft. To get inter- 
changeability of aircraft you have to 
have interchangeability of flight deck 
personnel. One of the things we will 
have to watch carefully is that you do 
not always end up with the higher of the 
two conditions and levels of employment 
and lose something in the economic sense 
as a result of this development. * * * 
Then there is the question the Chair- 
man referred to of the brand names. 
We are aware of the investment 
in goodwill of the brand names of 
B.O.A.C. and B.E.A. I, as virtually the 
sole outsider, am constantly being 
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reminded of this from the gentlemen 
from B.E.A. and B.O.A.C. who are with 
me, and we have to be particularly 
careful that as we develop the name 
“ British Airways ” and develop the 
group image we do not phase out the 
old names too quickly or lose the good- 
will, and we are perfectly prepared to 
take a long time in doing that for that 
reason. We are starting to promote the 
name British Airways, but we cannot 
make it the only name until it is well 
proved and able to stand on its own, and 
even after the date for operating as one 
airline is reached, which is April 1974, 
if it is desirable to refer to B.E.A. or 
B.O.A.C. we shall continue to do so. 
It will be entirely a marketing and com- 
mercial decision which will be taken 
when, those names are ultimately phased 
out altogether. 

624. There are, of course, many other 
problems which will arise in the merger 
in any industry including this one, but I 
recall being told .that one of the advan- 
tages of British Airways was that 
running a short-haul network was 
different from running a long-haul net- 
work. Powerful arguments were put 
forward on that. I was surprised by your 
interchangeability. You say you are 
going to have double the number of 
aircraft but you will not have double 
the number of aircraft capable of doing 
all the routes. The fact that B.O.A.C. 
and B.E.A. come together does not mean 
to say you can use a B.E.A. plane to go 
to New York. The further point is the 
position of executive staff. You have 
said their investment techniques seem 
to be compatible, but many companies 
coming together have found over time 
it is not always easy to marry up dif- 
ferent techniques over a wide area? 

Perhaps I could explain the nature of the 
organisation. There is a divisional struc- 
ture which is similar to any large indus- 
trial corporation with a large degree of 
autonomy of the management of 
divisions. We do not want to do at the 
centre things that are better done at 
divisional level. Perhaps I could take 
an example. Within the B.E.A. division 
you had Cambrian based on Cardiff and 
North East based on Newcastle, though 
these are now part of our British 
Regional airways division. There are 
very significant advantages in the local 
relationships and identities that those 


airlines enjoy. In fact, even the Super 
1-11 division of B.E.A., which is Man- 
chester based, is regarded up there as 
Manchester’s own airline. We attach 
significance to this and we want to 
encourage the local connections and 
loyalties. On the point of interchange- 
ability of aircraft there is certainly a 
difference between short-haul and long- 
haul, but you can sometimes use a 707 
on a short-haul operation. There are 
other things which can assist us when 
they are one organisation. One of the 
things I learned in America last week 
was that Pan Am were saying they were 
extremely worried by this merger ; thev 
reckoned they were going to lose a lot < 
business, from B.E.A., that would no 
be channelled to B.O.A.C. 

625. Vice versa, surely. One of the 
arguments put forward was that B.O.A.C. 

got a lot of business from Pan Am? 

(Mr. Marking .) Y-ou have put your 
finger on a problem, but I do not think 
it is going to be a very dangerous one 
in practice. We will find that Pan Am 
and TWA will still prefer to give their 
interline traffic to die B.E.A. division 
rather than to Sabena, K.L.M. or Air 
France because they believe there is 
less chance of return bookings being 
switched. We must try to find a 
balance and a formula which does enable 
the B.E.A. division to keep that 
important traffic. I was talking in New 
York with the ohief executive of B.O.A.C. 
when we were over there just before 
Christmas and the B.E.A. staff over 
there are determined to keep this inter- 
line relationship with Pan Am and 
T.W.A. 

Chairman. 

626. Whether this will go on as 

successfully as before is conjecture? -I 

think you have to regard the question of 
giving the interline traffic to the B.E.A. 
division against the alternatives. Maybe 
they do not like giving it to B.E.A. 
because of the British Airways relation- 
ship but they like even less giving it t 
Sabena, K.L.M. or Air France. 

Mr. Tugendhat. 

627. 1 do not see why? If a passei 

ger is booked, say, New York /London/ 
London /Amsterdam he flies the New 
York /London stretch by Pan Am or 
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T.W.A. and the London /Amsterdam 
stretch by B.E.A. and in the return 
direction by B.E.A. on the route 
Amsterdam/London then the American 
carrier London/New York. If that is 
the booking when he leaves New York 
he will feel more certain that, if the 
carriage between London and Amster- 
dam is by B.E.A. he will get the return 
flight from London to New York, 
whereas if the booking from London- 
Amsterdam is by K.L.M., which is an 
alternative to booking by B.E.A., he will 
be afraid that K.L.M. will switch the 
entire return flight to K.L.M. over the 
whole route Amsterdam-New York. 
(Mr. Granville .) Not via London. 


Mr. Dormand has raised is a ve™ ; 
portant one, but it is a wider issue ^ 
Mr. Dormand.] May I answir v 
Crouch on that? I take the potaitLi*' 
are talking about advantages and?*' 
a disadvantage.^ But he will have nofi 
there is not going to be an oppoxtS 
for me to put that point- umW™ 1 
heading I would be ruled out of order 
It seemed to me after careful cotiX 
tion that this was the most appS 
point at which to put it. If I have',* 
guarantee that this will come up at a to, 
date, I am happy to leave it at that 
Chairman.] We shall not let von 
away hungry. I think I would agree wit! 
Mr. Crouch. 8 


628. That is all very well if the chap 
is going from New York to London to 
Amsterdam, since you take that particular 
route, but if he is going from New York 
to Amsterdam to London then does what 
you have just said apply with equal 

force? (Mr. Marking.) It will be no 

worse in that case in the future than it 
has been in the past. Whatever we do, we 
cannot force a passenger to go over a 
route if he does not want to go ; we can 
merely try to guide them, and I hope we 
can continue to get the interline traffic. 
I believe we can, from talking to our 
staff. 

Mr. Dormand.] One of the disadvan- 
tages facing the Board is its relationship 
with the Department of Trade and 
Industry. You say in the memorandum 
that the Board’s desire is “ to reach an 
understanding with the Department . . . 
whereby its freedom to implement 
capital investment decisions is less res- 
tricted ”. 1 have the impression — and I 
stand to be fully corrected here — that 
there is something to be read between the 
lines there. It may be a matter of teeth- 
ing troubles because the Board is fairly 
new. I wonder if Mr. Nicolson would 
care to say more than is contained in 
the memorandum on the difficulties which 
you are facing in relation to the Depart- 
ment of Trade and Industry concerning 
capital procedures. 

Mr. Crouch.] On a point of order, 
before Mr. Nicolson answers that, I think 
we have branched out into an entirely 
different realm of questioning, not to do 
with the bringing together of two airline 
corporations into one. I think the point 


. , waiueo to raise the 

whok question of the relationship with 
the D.T.I. on the question of investment 
appraisal. There were a number ol 
questions in my mind on the score. 


Chairman. 

629. My next question may well m 
you both opportunities. I am prepared 
to be fairly flexible. Would the Board 
describe its corporate planning strategy 
and explain in more detail how the 
investment programmes of each division 
of the group are related to that of tit 

Board as a whole? ; (Mr. Glover,) 

Can I answer the second part first, Mr. 
Chairman? The divisional investment 
programmes are, in fact, based upon the 
corporate plan of the Board as a whole. 
They all fit together. We had only hi 
a certain amount of time to implemtn! 
this and I would not say— nor would the 
Planning Dircotor who, I think, will 
answer the first part— ithat the arrange- 
ments are perfect, hut the investment 
programme, for example, that we have 
just submitted a few weeks ago is base! 
upon tho British Airways corporate phi 
They are not individual programmes, 
they are vetted against the corporate 
plan. 

Mr. Dormand. 

630. What representations has tie 
Board received from the divisions about 
the limitations of £500,000 and £50,000! 
In other words, are they satisfied! — 
(Mr. Nicolson.) Quite satisfied, yes. 
(Mr. Wheatcroft.) May I answer tk 
first part of the previous question? First 
of all I would say that, of course, the 
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philosophy of organisation of the group 
is that the divisions have a large degree 
of management autonomy and that, 
therefore the heads of divisions are 
responsible for initiation of marketing 
strategies, and divisions policies, for their 
individuals. The role of the Board in 
planning is essentially the establishment 
of objectives which the group believes 
that it should achieve — financial objec- 
tives, growth objectives, market shares 
and environmental objectives the last 
being very important at the present 
time. We are concerned essentially 
with strategic planning matters while 
the divisions are concerned with tactical 
planning. Put another way, our primary 
concern in group planning is with 
resource allocation to the divisions 
and their concern is with making 
use of those resources to achieve the 
rates of return which are laid down by 
the Board in setting targets for the 
divisions. There is an important second 
function of group planning and this, to 
use the jargon phrase, is the prevention 
of suboptimisation. This is a bit of 
jargon but it is useful. It means that in 
any organisation like ours where the 
divisions themselves are set objectives to 
achieve targets, it could well arise that 
one division is pursuing its own policies 
in a way which has harmful effects on 
the results of one of the other divisions 
and it is the job of the group managing 
director, with the assistance of group 
planning, to prevent that happening. 
This is what we mean by the term 
suboptimisation — that someone optimis- 
ing his own results in a division is in 
fact reducing the total result for the 
group. 

Chairman. 

631. Where I come from that is known 

as grandstanding? Equally jargon. So 

that this is the philosophy of planning. 
The organisation of planning within the 
group is that we have a group planning 
committee which is presided over by me 
with, the heads of planning from the 
divisions. We meet fairly regularly and 
in . the first stage of our planning in 
British Airways our first step was 
essentially the aggregation of the plans 
of the individual divisions. That is 
where we start from. The aggregation 
of results of the divisions produced a 
total result for the group which did not 


meet the objectives which the Board had 
set as targets. Therefore, our task in 
planning was to make an examination of 
alternative lines of policy which would 
lead to an achievement of the objectives 
which had been established. From that 
point on the planning process is one of 
examination of alternative lines of 
strategy — and I stress this again, of 
strategy, not of tactics— with the divi- 
sions which are likely to lead to the 
achievement of the objectives which the 
Board had established. 

632. Thank you very much, Mr. 
Wheatcroft. Mr. Nicolson, in your 
opinion, is five years a long enough 
period for the Board to look ahead in its 
investment planning? How does this 
compare with the commercial life of an 

aircraft? (Mr. Nicolson.) I think that 

later on we shall want to do everything 
we can to extend the range of our plan- 
ning, but we have prepared only a first 
tentative five-year plan at this stage. We 
have a great deal more information yet 
to come from the study groups which 1 
have referred to, and from the procedures 
which we are developing. I think at this 
particular juncture a five-year plan is as 
much as it would be reasonable to pre- 
pare with any hope of it being accurate 
or even partially accurate. But later on 
we will, I am sure, develop our proce- 
dures for looking further ahead. (Mr. 
Wheatcroft.) Could I add to that by 
saying that, although as Mr. Nicolson 
has said our plan is only a five-year plan 
at this stage, we have already taken a 
look at the pattern of operations in 1980 
and 1985. Indeed, in the B.E.A. assess- 
ments which were made for the Lockheed 
10-11, which led to the Lockheed 10—11 
order, it was necessary to look as far 
ahead as 1985 because the life of the 
aeroplane, as you already indicated in 
your question, being 12 to 15 years, an 
aeroplane coming into service in 1975 
required us to look that far ahead. 

Sir Donald Kaberry. 

633. But going back to an answer 
about forty minutes ago, you were only 
looking five years ahead when you were 
talking about Maplin. Maplin was just 
on the edge of it? — - — (Mr. Granville .) 
That was in terms of investment 

634. Does it not all come in? (Mr. 

Marking .) If the decision was made to go 
to Maplin with Maplin starting in, say,. 
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1980, there would be no investment re- 
quired by the British Airways Board m 
the next five years. 

Mr. Dormand. 

635. Is five years a fairly common 

planning period with other airlines 
throughout the world? Yes. 

Mr. Crouch. 

636. Mr. Marking’s answer seems to be 
empty in one part. Admittedly we would 
accept there is no decision required 
about investment at Maplin in the next 
five years, but there is a decision about 
investment elsewhere and that investment 
will last more than five years. I do not 
mean aircraft, 1 mean buildings?—— 
When you raised the question of Maplin 
a little while ago you mentioned the pos- 
sibility of another runway at Gatwick 
and/or Stansted, but of course there 
would be a complete standstill of traffic 
at Heathrow unless other things were 
done. Heathrow cannot just stay as it is. 
There would have to be a great deal of 
development at Heathrow if Maplin were 
not to be proceeded with. It is a ques- 
tion of terminal arrangements; the sewage 
farms would have to go somewhere else 
and a new terminal would probably have 
to be built there. Of course, there is a 
very difficult problem of access. The 
M.4 is already blocked. What it would 
be like in the 1980s goodness only knows 
if Heathrow were to remain the main 
airport for London and not to be supple- 
mented by Maplin. Just saying “ No 
Maplin ” does not mean there is not a 
great deal more development to be done 
elsewhere, in particular at Heathrow. 

Sir Donald Kaberry. 

637. I am not say “ No Maplin ”. 
What I am asking is, looking ahead just 
over the five-year period, because of the 
projects at Maplin or other matters, 
surely you are going to be faced with a 

lot of capital expenditure? (Mr. 

Granville .) There is no suggestion that I 
am aware of that our maintenance base 
at Heathrow does not continue in exist- 
ence for a very, very long time. There 
has been no suggestion made to us that 
that has to be moved or anything of that 
sort. Our capital investment is going on 
to a base that is real for our current 
types of aeroplane. 


Chairman. 

638. What about rumours about moves 

to Treforest for the RB.2-11? That 

has been taken into account in our plan- 
ning. We shall be making an announce- 
ment on that quite soon. We are still 
following the policy of having as muck 
engine overhaul as practicable at Tre- 
forest. 

Mr. Crouch. 

639. I think we have come to the crux 

where we are illustrating the conflict 
which always exists between Parliament 
and the nationalised industries. Here you 
have politicians still talking about where 
the third London airport is going to be, 
yet the nationalised industry has to make 
a decision about its investment all the 
time with every five-year rolling corporate 
plan? Every year. 

640. I am terribly interested in Mr. 
Granville’s answer that no question has 
yet been raised of having to transfer the 
maintenance facilities from Heathrow 
to Maplin if Maplin is the third London 
airport. Could I ask a question to do with 
investment. As airline operators, is it pos- 
sible to operate satisfactorily a major air- 
port without having major repair facilities 

at that place? Yes. There has been 

plenty of precedent for this. It is more 
satisfactory perhaps to have your own 
total maintenance base, but it depends 
on the size of the operation you have. 
For instance, to take a B.O.A.C. case 
with by then, say, thirty 747s, it would 
be pure folly to split the maintenance 
and major overhaul of those aeroplanes 
between two airports. There would be 
some transferred maintenance to the 
ports that it served and Maplin, or what- 
ever the airport is going to be, would in 
fact be like an outstation. (Mr. 
Marking.) As far as we can see at the 
moment, the major overhaul of our 
aircraft would continue to be done at 
Heathrow and turn round maintenance, 
as we call it, would be done at Maplin. 
Of course, that does not involve any- 
thing like the major expenditure of a 
large maintenance base. 

Sir Donald Kaberry. 

641. Will you not also be faced with 
adding to your 6,000 bedrooms to which 

you referred quite recently? (Mr. 

Nicolson.) I would hope we would be 
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allowed to continue to develop this 
because it is an important part of our 
whole operation now. 

Chairman . 

642. Following on Sir Donald’s ques- 

tion, one thing that has always puzzled 
me is, allowing that expertise at whatever 
level is a purchaseable commodity, why 
did you choose only to go in half on 
this major hotel development. I do not 
myself see the reason for B.O.A.C. not 
doing the whole exercise from start to 
finish, or B.E.A. also for that matter. It 
has puzzled me why this 50-50 formula, 
or whatever it is, should still be con- 
tinuing. I know the argument is 
u cobbler, stick to your last ”, but against 
that I put the fact that with your 
resources the necessary talent to run a 
no doubt tricky industry would be avail- 
able to you at the right price? Now- 

adays we need to have on our computer 
in addition to travel tickets a lot of 
things ranging from hotel rooms to car 
hire, to tours, even secretarial and other 
services. This is all becoming part of 
the package which we offer. We have 
always felt we would stick in the main 
to the main pant of the business, which 
was transportation except that it has 
been very important in developing certain 
routes in the past to be sure that accom- 
modation was available on them. 
Certainly in the case of B.O.A.C. some 
hotels would not have been developed 
if we had not given the inspiration to 
the hotels. 

643. You are slightly missing my 
point. Far from wanting you not to 
develop hotel's, I wanted you to go in 

boots and all? (Mr. Granville.) We 

just wanted to limit our capital invest- 
ment in the hotels. We are not overflush 
with capital. We wanted to have enough 
investment to have a major say in man- 
agement, allocation of rooms and all 
that sort of 'thing. It is not often that 
we have as much as 50 per cent. I 
think most of our hotel investments are 
of a lower percentage than that, 15 per 
cent, or 20 per cent. (Mr. Glover.) May 
I add that those hotels in which B.O.A.C. 
has made an investment have been 
mostly in areas, as I think Mr. Nicolson 
said, where without B.O.A.C. priming 
the pump there would not have been any 


hotel anyway. Hotels, for example, in 
the Seychelles take some years to come 
into profitability and one of ithe factors 
was whether or not the British Airways 
Group could wait for profitability in the 
future and if we could employ the 
capital to fly aeroplanes and get profits 
more quickly. That probably seemed 
to us anyway the correct way to use the 
capital. 

Mr. Tugendhat. 

644. One of my questions has been 
overtaken by previous questioning, but 
we talked about Maplin and how far 
ahead you look. Last week we had the 
Railways here. They were speaking very 
bullishly about the effect the Channel 
tunnel would have on competition with 
airways to Paris. They felt they could 
do to you on the London-Paris and 
London-Brussels routes what they say 
they have done to you on London- 
Manchester. I would like you, if you 
would be so kind, to comment on that. 
If the Railways are right, would that 
make any significant difference to the 
load on Heathrow and Maplin, or what- 
ever else we have, and the problem Mr. 
Marking mentioned of the access to 

Heathrow? (Mr. Marking .) May I 

make a point on Manchester first? When 
the London-Manchester route was elec- 
trified some years ago it started on 1st 
April of one year — I am not sure which. 
In the summer of that year the traffic 
on London-Manchester by B.E.A. 
dropped by 22 per cent., but after that 
particular year the traffic has been 
increasing on the London-Manchester 
route regularly year by year at about 
5 per cent, per annum. 

Sir Donald Kaberry. 

645. Is that linking traffic or merely 

local? A great deal of it is inter-line. 

It is difficult to say how much is one 
and how much the other. I would think 
probably in the summer about 60 per 
cent, is inter-line traffic — people going to 
the Continent— and 40 per cent, end to 
end. In the winter it may well be that the 
proportion is reversed. 

Chairman. 

646. Would you not think, as we have 
seen a very sharp growth in, for example, 
charter services during the summer 
months, this is a simple reflection of that 
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growth in the sense that people who are 
already at an airport, having returned 
from abroad, are that much more likely 
to go by connecting flight than to go into 
town to Euston and catch the train up? 

Certainly. (Mr. Wheatcroft.) I think 

what Mr. Marking said about Manchester 
is also true of other parts of the world 
where high-speed trains have been intro- 
duced. Perhaps the most interesting of 
all is the Tokyo-Osaka operation where, 
with the introduction of this . super-fast 
bullet-train between the two cities, the air 
traffic dropped in the first two years to 
about a third of the level that it was 
before the high-speed train was intro- 
duced, then started increasing at much 
the same rate of growth subsequently. 


drive one’s car straight through I think 
still remains very much to be seen wi ' 
we know more about the plans foT “ 
Channel tunnel what -the impact wLa 
be. It may be much less than we thto. 
(Mr. Granville.) Of course,™ 
depend on the level of fares at that time 
If air fares have come down thev will 
hold their own. 3 “ 

Mr. Crouch.] I must correct one noint 
Mr. Marking made. There is no su EEK 
tion of putting a car on the train at 
Dover or Folkestone. Rather the sus 
gestion is that one would put the car on 
at a marshalling yard in London and 
■thus not attract as much traffic at the 
ports. I say this for the information of 
the Sub-Committee. 


Mr. Tugendhat. 

647. Are you saying that, in fact, 
British Rail are right, that the Channel 
tunnel will make a big impact (a drop of 
22 per cent, or 33 per cent, is substan- 
tial), and you will then make it up, or do 
you feel that the Channel tunnel will not 

have this impact? My personal view 

s that it will have a large initial impact 
in the traffic on the short routes, particu- 
arly Paris, but that subsequently the air 
-raffle will grow again so that we will 
lose about maybe three or four years of 
ground in the growth of traffic. 

648. But in airport terms surely this is 
extremely important in terms of aircraft 
movements in and out of the airport and 
people flying to Paris every hour on the 
hour; in terms of the reduction of air- 
craft movements the tunnel could have a 

very significant effect? It could have 

a three-year effect on the number of 
aircraft movements at the London 
airports. (Mr. Marking.) If I may give 
a personal view on that, I think it is 
very difficult to judge until one knows 
what the train service is to be. If it is 
going through the tunnel, if it is going 
to be a high-speed train, it may alter 
the end to end timing very much and 
therefore be much more competitive. If, 
on the other hand, it is going to be the 
conventional sort of train, it will not 
have nearly so “much impact. Also with 
regard to motor car traffic I think the 
fact that you may have to put your car 
on a train at Dover and at the other end 
of the tunnel is going to be a very much 
less attractive thing than if one could 


Chairman. 

649. Have you a view of the trend of 
the cost of air 'travel- over the next ten to 
fifteen years? Is this likely to fall 

relative to prices in general? ^Mr. 

Nicolson.) I think the trend in terms of 
our costs will go up, and the trend in 
terms of fares will either go up not so 
much or will go- down, as is evident on 
the North Atlantic. 

650. To what extent would you thin]: 
that the cost structure is going to be 
affected by further developments in the 

wide-bodied aircraft? -We shall 

certainly achieve cost benefits from the 
greater proportion of use of wide-bodied 
aircraft. It has implications in the cargo 
field too: because_ you have the big 
under-belly available for cargo anyway, 
you can get large standardised con- 
tainers and develop a door-to-door or 
factory-to-factory service. I think 18 per 
cent, of our total revenue is cargo now 
and we see this growing in the longer 
term. That will help. 

651. So as not to disappoint Mr. 
Marking, who knows I have a bee in my 
bonnet on this one, what hopes do yon 
have for further incursions into the mass 
market for air travel, in other words, 
the oheap travel that I dearly want to 
see, for example, on the main trunk 

routes between here and Paris? -(Mr. 

Marking.) It depends very largely on our 
being able to get the facility for part 
charter. That is what some of the 
difference between the Civil Aviation 
Authority in this country and the Civil 
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Aeronautics Board in the United States 
is over now. If we can have the facility 
to part charter, then the airlines of 
British Airways Group, B.O.A.C. and 
B.E.A., can carry package tour passen- 
gers at very cheap rates on the scheduled 
services. I think it is essential that we 
have this part charter facility if we are 
going to fill these very large aeroplanes 
which are now coming along, Boeing 
747, the Lockheed Tristar. It is essential 
for us and our commercial future. 

Mr. Crouch. 

652. Can I say something about the 
smaller aircraft like Concorde? I do not 
mince my words. It is a very small air- 
craft in carrying capacity. I ask Mr. 
Nicolson this: from what I have heard 
on prices, it is said that the French 
airline, Air France, is considering a 
surcharge on present rates for about a 
third. This is only hearsay. Your 
predecessor, the Chairman of B.O.A.C., 
also said to me that it was possible that 
there would have to be a surcharge, for 
the first time in the history of airline 
operation a surcharge would be asked 

for in a special aircraft? (Mr. 

Granville.) No, there was a surcharge 
on pure jets when they first came into 
service on the North Atlantic, the 707 
and the Comet. It lasted a year or two 
years, and then we found the operating 
costs of the 707 were lower than those 
with propellers, so we brought the fares 
down. The French position is confusing. 
They have made two statements, one as 
you say about a high surcharge, and one 
about first-class fares less 10 per cent. 
I do not think (they have fixed their 
policy. Nor have we. On evidence up 
to now one would assume it will carry 
some surcharge. 

653. It is not for us to say what the 
pricing policy should be. You are the 
experts. I merely wanted to know what 
you thought about this policy of charg- 
ing the surcharge for a special aircraft 
that is twice as fast as any other. Do you 

think it is a good, sound policy? 

Certainly. 

654. Could it be continued? Cer- 

tainly. We are selling a service. We 
expect the public to pay for the service 
we sell. If speed has great value, it could 
well take a surcharge. 


655. To whom are you selling that 
service. It was said in the House of 
Commons the other day that it was not 
only carrying a surcharge but possibly 
carrying a government subsidy to subsi- 
dise men on business expense accounts, 
that is, taxpayers’ money subsidising men 
on business accounts travelling the 

Atlantic. 1 think that has already been 

answered by my Chairman. That is not 
the way we view it. 

Mr. Crouch.] It is a view that has been 
expressed in the House of Commons. 

Chairman .] That does not make it right 
though. 

Sir Donald Kaberry. 

656. Who else can afford to travel 

except on business accounts? (Mr. 

Nicolson.) We hope we shall get a very 
large number of American and European 
businessmen travelling on it who will 
pay the fare. (Mr. Granville.) And 
plenty of parliamentary missions. (Mr. 
Wheatcroft .) Reverting to the answer 
Mr. Nicolson gave to a question on 
costs, your question was whether we 
thought the cost would rise in real terms. 
Mr. Nicolson said rightly that our costs 
over the next few years would be rising, 
but they will be rising less than the 
input prices of items that we are buying 
in, so in real terms our cost levels are 
going to be reduced by, I would guess, 
something of the order of 2 per cent, to 
3 per cent, a year over the next five 
years. The unit cost per seat mile will 
be reducing in real terms by 2 per cent, 
or 3 per cent, a year as a result of 
improvements in productivity, use of 
larger aircraft and other improvements. 

Chairman. 

657. Does the Board have a forecast 

of the likely impact that the Channel 
tunnel will have on the demand for air 
transport? Has it carried out appro- 
priate studies of the subject? (Mr. 

Wheatcroft.) I think we have given our 
view about that. Chairman. One ought 
to preface a reply by saying it is 
extremely difficult to forecast such an 
event, but on the basis of similar 
developments of higher speed transport, 
as Mr. Marking has said, the effect of 
the Channel tunnel will be essentially 
related to the improvement in the speed 
of the London-Paris surface journey. If 
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there is a high-speed train through the 
tunnel, then the effect of this will, I 
think, be quite serious on our traffic for 
two or three years, but then our traffic 
will grow again. 

Mr. Crouch. 

658. Before we leave that, could we 
come hack to the question Mr. Dormand 
raised of the general relationship with 
the D.T.I.? We have read your memo- 
randum, Mr. Nicolson. At paragraph 
4.3. you talk of “ the Board’s desire to 
reach an understanding with the Depart- 
ment of Trade and Industry whereby its 
freedom to implement capital investment 
decisions is less restricted”. Could you 
tell us in what way you feel you are res- 
tricted? We have heard so many board 
chairmen talk about pressures and lean- 
ing and interference that it is always 
interesting for us to hear another inter- 
pretation? (Mr. Nicolson.) We think 

an enterprise which has a profit record 
such as the one I gave you and expecta- 
tions such as we have determined in our 
plan, and is of our size, should have a 
considerable degree of delegation of 
authority. This is, after all, the raison 
d’etre for the Airways Board. We believe 
we can do a good commercial job and 
be not only the largest but the most com- 
petitive airline in the world, which is a 
good thing for this country. Therefore, 
we feel we should at least have delegation 
of expenditure to, say, £5 million per 
occasion rather than £1 million. That is a 
specific point. But there are a number of 
things we would like to see. I am not 
saying this in a sense critical of the 
Government or the D.T.I. I think you 
would expect me to feel this way. It is 
a natural feeling that, if you have created 
what you think is a strong board with a 
strong management team and a good pro- 
fit record and expectations, you believe 
you have earned a significant degree of 
delegation. 


Mr. Tugendhat. 

659. When was the last capital write- 
off? (Mr. Granville.) In 1964, since 

when we have earned such profits that 
we have more than compensated for that 
m dividends. 


Mr. Crouch. 

660. You explained your feeling of 
not being critical but asking for a special 


position. You should have heard I 
Robens! Do you find you have to haw 
relations not only with the DTI I 
sponsoring Ministry but also with' ft s 
Treasury, and do you find any conflict 
between those two government deDart 

mants? (Mr. Glover .) The answer to 

that is yes, but the contact with the 
Treasury is made through the DTI 
For example, we have at the moment a 
certam capital expenditure which w e 
know has the approval of the D.T I but 
they are waiting for Treasury confirma 
tion. Always behind the D.T.I 0 { 
course, is the Treasury. That has’ not 
been a problem. 


Mr. Dormand. 

661. Mr. Crouch has asked my ques- 
tion. I think he will .agree it was not 
possible to get it in at any other stage 
Now could I ask a bread and butter 
question in relation to this? Is the Board 
satisfied with the mechanics of the 
relationship to the Department of Trade 

and Industry? (Mr. Nicolson) 

Within the framework of my reply when 
I said that we would like to have a 
greater delegation of authority, we 
believe we have earned a greater delega- 
tion of authority, and therefore we— 1 
think is quite natural — are not entirely 
satisfied when we have to go and get 
permission to alter the seats in Boeing 
747s at £3 million expenditure because 
we can fit a few more passengers in and 
make another buck or two. To have to 
put up a detailed submission on this to 
the D.T.I., to go through all this 
rigmarole and delay -the whole thing, 
to us is not satisfactory. 

662. That is not quite what I meant. 

I talk about the mechanics of the situa- 
tion. For example, is there reasonable 
accessibility? Can one go along at a 
few hours notice to discuss something 
fairly important? We have no com- 

plaints in that respect. 

Chairman. 

663. Leaving aside for the moment the 
question of seats (I totally agree with 
you on that), do you find that there is a 
tendency for one or more of your friends 
in the D.T.I. to be peering over your 

shoulder, so to speak, or trying to? 

Yes, I think perhaps you have had longer 
experience at this than I, Keith. I have 
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only been in it 16 months. I think they 
would like to peer as much as they can; 
we would like to have as little peering as 
we can. Again I think it is natural. (Mr. 
Granville .) In the case of B.O.A.C., from 
which I have recently come, we got to 
a position where there was very little 
leaning over the shoulder because we 
had a very fine profit record and so on. 
Rather naturally in the formation of the 
British Airways Board there is a ten- 
dency for them in the early months to 
keep a closer contact with us (than we 
would expect them to keep later on when 
we get into full swing. I do not think it 
is anything we cannot cope with — would 
you like to round out the picture, Mr. 

Marking? (Mr. Marking .) No, thank 

you. 


Mr. Crouch. 

665. I asked a question earlier about 
appraisal of investment projects. I 
return to the Concorde. You used the 
D.C.F. appraisal for 90 per cent, of 
investment projects; the remainder was 
where there was no commercial return. 
Was Concorde appraised by D.C.F. or 
was it a case of no identifiable com- 
mercial return? (Mr. Nicolson .) It 

was appraised in a different manner to 
this. As I pointed out, there were many 
areas of uncertainty. So what we did 
was to produce tables of various assump- 
tions ranging from the most favourable 
assumptions and we evaluated the result- 
ing profitabilities or loss rates. A D.F.C. 


calculation is only as good as the factors 
that are fed into the formula, so we did 
it about seven or eight different wavs 
based on different factors such as some 
of the ones I mentioned: the number of 
Hying hours you are going to be able 
ultimately to get out of a Concorde, the 
working life of the aircraft bearing in 
mind that it is different from anything 
that has been done before, supersonic 
with additional stress and so forth. Then 
we compared all these assumptions and 
we made all these assumptons known to 
the Government. We said this was the 
range of results that could be obtained 
from flying this aircraft. We compared 
the range with our plan and we put in a 
conservative set of figures. We still feel 
we can achieve the overall result which 
I have given to you. 


Sir Donald Kaberry. 

666. The overall result is not a profit 
on Concorde as such; it is swallowed up 
in the whole range of 225 other aircraft? 

That is correct. But that is not to 

say that Concorde will not make a profit. 
There are at least two sets of assump- 
tions which, if achieved, would show a 
profitable result for Concorde. It will 
vary route by route as well. 

Chairman.] On that slightly intriguing 
note f think we will draw this meeting to 
a conclusion. May I on behalf of my 
colleagues thank you and your four col- 
leagues for a very useful session. 
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Memorandum submitted by Shell International Petroleum Company Limited 

THE ROYAL DUTCH/ SHELL GROUP OF COMPANIES— 
PLANNING SYSTEM 


1. Organisation 

The assets of Royal Dutch and Shell Transport are substantially in the form of 
investments, direct or indirect, in the large number of companies known as the 
Royal Dutch/Shell Group of Companies. Royal Dutch, a Netherlands company, 
has a 60 per cent, interest in the Group, and Shell Transport, a United Kingdom 
company has a 40 per cent, interest. They are known as the Parent Companies and 
do not themselves form part of the Group. Their accounts are therefore not included 
in the Group Financial Statements. 

Royal Dutch and Shell Transport do not themselves engage in operational 
activities. They own die shares in the two principal Group Holding Companies— 
Shell Petroleum N.V., a Netherlands company, and The Shell Petroleum Company 
Limited, a United Kingdom company, to the Boards of which the Parent Companies 
appoint the directors and from which they receive their income in the form of 
dividends. These two Group Holding Companies in their torn own shares, directly 
or indirectly, in Operating Companies engaged in the various branches of the oil, 
natural gas, chemical and metal businesses in more than a hundred countries. 

They also own the shares in the main Service Companies, of which there are two 
for oil and two for chemicals (one of each in London and The Hague) and one for 
metals in The Hague. There are also Service Companies for marine, natural gas 
and research matters. It is the business of these companies to provide advice and 
services through Regional and Functional Organisations within the Service Com- 
panies to Group companies, to help balance varying aims and needs, and, in certain 
cases, to undertake those functions which are most efficiently and economically 
supplied from some central point. 

The individuals who are generally known as the Managing Directors of the Royal 
Dutch/Shell Group of Companies are members of the Presidium of the Board of 
Directors of Shell Petroleum N.V. and Managing Directors of The Shell Petroleum 
Company Limited. They are also Directors of Service Companies, by which they 
are appointed to a joint committee, known as the Committee of Managing Directors, 
which considers, develops and decides upon overall objectives and long-term plans 
to be recommended to Operating Companies. 

This brief description of the Royal Dutch/Shell Group of Companies is not 
exhaustive. Clearly, cases where the Group interest in a company or enterprise is 
less than 100 per cent, call for special consideration and, in some circumstances, 
for procedures different from those outlined above. 

2. The Planning Approach 

In Shell, planning follows a flexible approach wihioh. is continually under review 
and subject to development ; furthermore, it may be adapted from time to time as a 
result of changes in the business environment. 

An essential feature of the process is toe dissemination of information and the 
recommendation of overall policies from the Service Companies to the Operating 
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Companies .together with a feedback of information and local plans in the reverse 
direction The information consists primarily of results of studies which take into 
account the latest views on future environments and on future policies. This exchange 
of information and views between the various Group Companies assist the 
co-ordination of investment in different activities, so that decisions are 
tmuously against a consistent and up-to-date assessment of the range of future 
uncertainties. ^ 1 iulurc 

As constituted at present, the planning system functions in a framework of two 
timescales, short-term and long-term, which are differentiated according to the 
nature of the decisions concerned: s ° 

(i) The short-term “ programming ” period, covering the next two years ; 

(ii) pe long-range strategic planning period, which is essentially the whole 
future. More detailed attention is paid to the earlier than to the later years ■ 
comprehensive studies extend up to 10 or 15 years ahead; beyond this 
time, aspects of particular interest are studied in a broad-brush way. 

The separation of the two periods recognises the distinction between programming 
decisions, which optimise the utilisation of existing resources, and strategic decisions 
which sanction longer-term changes in :the balance and distribution of GrouD 
resources. * 


The programming activity is therefore concerned, with the implementation of firm 
decisions committing resources, and with the making and implementation of operating 
decisions which, within the constraints of existing resources, optimise the perform- 
ance of Group Companies as a whole in the near future. 

. The strategic planning activity, on the other hand, is concerned with that period 
into the future for which the options remain open ; strategic decisions involve the 
exercise of those options by choosing to commit resources in a particular way. 
A strategic decision, when made, will cause immediate programming action for its 
implementation, but the strategy of which it is a part will consist of a pattern 
of subsequent decisions which do not have to be taken yet, and which are con- 
ditional on events which are at present uncertain. 


3. The Planning Cycle 

, The programming and strategic planning activities are each reviewed once annually 
(in December and June respectively) as part of an annual “ planning cycle ”, a time- 
table of reviews of planning, budgetary and operational activities. 

Arising from the June strategic planning review, a statement is made on the 
latest thinking on general objectives, and the strategy by which they may be 
achieved; within the Service Companies, this is passed to Regions and Functions 
in more specific form, together with criteria against which alternative strategies 
may be evaluated ; the Regional Organisations of the Service Companies similarly 
pass on strategies to the Operating Companies. This information then provides 
guidelines for the taking of specific short-term decisions, which form part 
of the programming activity, and come up for consideration at the December 
meeting. 

Meanwhile, new, revised and updated long-range strategic studies are being 
prepared in readiness for the next year’s planning review. 

4. Strategic Studies 

The first stage of strategic studies is an analysis of the ways in which the future 
may develop. Formerly, strategic decisions were based on an assessment as to 
which type of future would materialise, but recently it has been appreciated that 
future uncertainties were becoming so great that this “ single-line best-estimate ” 
approach was no longer tenable. The present planning system recognises and 
takes account of future uncertainties ; ranges of uncertainty are assessed, and 
between four and six internally consistent futures (or “ scenarios **) are developed 
which together cover these ranges. Against these scenarios a number of alternative 
possible strategies are analysed. 
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The basis of scenario studies is an analysis of possible future developments and 
changes in the political, economic and sociological fields, both worldwide and in 
the various regions/ countries in which Group Companies are involved. These 
analyses give rise to a number of sets of hypotheses concerning the main economic 
variables of interest (e.g. economic growth rates of consumer countries, growth rates 
of energy demand, growth rates of competing fuels, the availability and costs of 
crudes from various sources, and so on), which make up the scenarios. Since they 
are based upon common sets of hypotheses, the scenarios relating to the different 
areas and activities are framed in a consistent way. Moreover, the scenarios for 
a particular variable together cover the ranges of its future uncertainty. 

Once the updating (or re-formulation) of these scenarios on a Group scale h as 
been completed within the Service Companies, more detailed sub-scenarios, con- 
sistent with the Group scenarios, may be prepared by the Regional and Functional 
Organisations of these Companies as necessary within their spheres of influence, 
for which purpose a centrally prepared document containing background details 
of the scenarios is disseminated for consideration. 

At the same time a similar interactive exercise starts in relation to strategies; 
a number of possible Group-scale strategies, are prepared by the Service Companies', 
two of which are selected and used as guidelines to enable each of the Regional 
and Functional Organisations to_ formulate a number of alternative possible strategies 
consistent with the Group ones. Sets of these Regional and Functional strategies 
are then combined, together with variables specified per scenario, to form a number 
of possible overall Group pictures. This exercise has to be iterated once or twice 
within the elements of the Service Companies, since the sectoral strategies may need 
adjustment and balancing to accommodate them to various overall constraints, 
such as the likely availability of funds for capital expenditure. 

Since the time available for this iterative process, involving detailed discussions 
at each stage, is short, computer aids are used to speed up the arithmetic. Results 
for any combination of scenario and strategy, per Region or Function, or for 
Group Companies as a whole, are expressed as future trends of cash generation, 
capital requirements and other financial items, as well as availabilities and require- 
ments of other resources, both human and physical. 


5. Detailed Investment Planning 

The preferred strategies of the Regions and Functions within the Service Com- 
panies, after due modification resulting from interaction with others’ strategies 
and with Group Companies as a whole then form the basis of detailed investment 
plans for the next few years. Major new capital expenditure proposals may be 
analysed using the discounted cashflow (D.C.F.) approach to identify how a project 
(or group of projects) measures up against various planning criteria such as rate 
of return (or positive present-value surplus at a specified discount rate), payout time, 
etc. Sensitivity analyses may be carried out to test the robustness of the projects 
over the ranges of uncertainty of the most uncertain variables, and in some cases 
a probabilistic (“risk”) analysis will be undertaken to assess the chances of 
various results occurring, given the uncertainties in some of the input variables. 
This kind of detailed individual project analysis is generally undertaken by Group 
Companies, but for larger projects both Regional and Functional organisations 
of the Service Companies are also involved. 

.To. enable individual capital expenditure projects to be analysed, various consistent 
criteria are needed. One of these, the discount rate to be used for capital invest- 
ment or other kinds of decision with long-term consequences, was mentioned above ; 
it is applied in order to enable alternative possible uses of capital to be compared 
on a consistent basis, and to reflect different time-preferences for money; it may 
include appropriate allowance for commercial and political risk (unless these are 
provided for explicitly in the project analysis), and it may therefore differ by Region, 
or even by country, and also by type of activity. 
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K should be emphasised that mechanistic application of DCF techniaues is 
avoided, and that these techniques are applied only in suitable cases' 
planning system itself, the methods of investment anatysf ^arTunder* cE&Sl 


13th February, 1973. 


Examination of Witnesses 


Mr. J. C. Davidson, Group Planning Co-ordinator, and Mr L C Kuiffn 

sjara/jfazjEr sui «—> ■w-.'&k 


Chairman. 

667. May I welcome Mr. Davidson 
and Mr. Kuiken on behalf of the Sub- 
Committee and also thank you for the 
Memorandum you have submitted on 
“The Royal Dutch/ Shell Group of 
Companies — Planning System ”, which we 
have read with interest. I believe that 
we also have a copy of your Annual 
Report for 1971 which I would also like 
to thank you for. We would like to 
ask you some questions on the Paper 
which you have submitted. First, I would 
like to ask you whether you regard 
the planning relationship of the Service 
Companies to the Operating Companies 
as akin to that between Whitehall De- 
partments and the nationalised indus- 
tries? Secondly, at what point are the 
procedures of the Service Companies 

co-ordinated? (Mr. Davidson .) I am 

not sure that it is so clear an analogy, 
because I would imagine that the White- 
hall Departments have a more direct line 
authority to some of the nationalised 
industries than we have in our Service 
Companies. 

668. You do not have any equivalent 

to the sponsoring system? You may 
be aware that Government Departments 
sponsor various nationalised industries 
and they are, in effect, “ their friends in 
Government ” and also their task 
masters. Do you have anything analo- 
gous to that? We have something 

slightly analogous to it. Within the 
Seryice Companies we have regional co- 
ordinators. We have a regional co- 
ordinator for the Eastern Region and 
our companies in Japan and Hong Kong 
all regard him as their contact point 
and sponsor. However, his activities in 
relation to those companies are more 
those of giving advice or providing a 
channel of advice to the chief executives 
and boards of those companies. 


, j W°uld there be occasions when 
the advice that he gives would be rather 
more mandatory than you are suggest- 
mg. No, I do not think it can be, 
ot course, because of the way these 
compames are set up they have their 
own boards and authorities and the 
boards are therefore in a position to 
reject advice or take it as they wish. 
However, because the shareholders of 
most of these companies are ultimately 
the parent companies of the Shell Group 
one could vote off the board. 


670. You mean it might be a rather 
foolhardy action to reject too much 
advice from on high? Yes, I sup- 

pose so. 


Chairman.] I think that there 
analogous relationship there. 


is some 


Mr. Tugendhat. 

671. One of the problems we find 
when dealing with nationalised indus- 
tries in this regard, is that as soon as 
they run into deficit they find themselves 
much more under the thumb of the civil 
servants than when they are running in 
surplus. Often they run into deficit 
through no fault of their own and I am 
now thinking of the Government’s 
counter-inflation policy and various 
other causes. In the case of your Group 
there. is, in a sense, an analogous situa- 
tion in that a marketing company may 
find, because of the crude oil price struc- 
ture which is something quite outside 
its responsibility, that it is running at a 
persistent loss. Do you find that when 
a Group company is running at a 
persistent loss, not as a result of its 
own inefficiency, this, in practice, 
means that it tends to get much 
more interference or advice or 
whatever word one likes to use, from on 
high or not? Shall we say that it 
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would certainly invite much more atten- 
tion and I suppose that it would also be 
seeking advice, so I do not think it 
would be necessary to provide it gratu- 
itously. I think one would find them 
coming to seek advice or help in their 
difficulties. 

Chairman. 

672. Surely it would be necessary in 
the context Mr. Tugendhat has des- 
cribed, to distinguish between that which 
owes to the local company’s ineffii- 
ciency and that which owes to the price 
at which their crude oil is invoiced, for 

example? That would be part of the 

job which I t hink is done constantly 
with regard to the Service Companies. 
In order to provide advice you have 
to understand how a company is operat- 
ing. So that distinguishment would have 
to take place. 

Mr. Hall. 

673. Are there examples in the Shell 
Organisation of companies which have 
been forced into deliberate loss situa- 
tions as a result of the policy of the 

Group? No, I do not think that we 

would wish to force anyone into a 
deliberate loss situation — I cannot see 
how there could be any benefit to us. 

Mr. Tugendhat .] I was not suggesting 
that they were being forced into a loss 
situation in that sense of the use of 
the word “force”. What I meant and 
I think the witnesses would probably 
agree, was that the way in which the 
crude oil is priced has often meant 
that distribution companies have, in 
practice, found it difficult, if not im- 
possible, to make a profit, although the 
Group as a whole might be making a 
profit, albeit modest, on its overall 
activities. 

Chairman .] I do not think we need 
pretend that it is otherwise. Some of 
us have considerable experience of the 
way the national structure works and you 
naturally try to put your profits where 
the rates are lowest. So long as the 
ground rules are as they are at the present 
time that is bound to be the situation in 
nearly every case. 


be able perhaps to have the freedom 
that you infer, but, in fact, the wav 2 
try to operate is to have all our com 
panies as far as possible behaving on an 
arm’s length basis so that to the extent 
that any of them acquire supplies from 
another Group company they acquire 
them strictly on a commercial level in 
competition with what they could acquire 
from another organisation. So, if We 
take an associate like our company in 
Japan or Germany, they may buy from 
another group company at the going 
market price and it is then up ,to them to 
make a profit within their own company 
As Mr. Tugendhat outlined, at times the 
market just does not allow you to make 
that kind of profit, but .this is not, I think 
through any manipulation on our part’ 
because at the same time the company 
that has sold shall we say the oil to 
Deutsche Shell or our company in Japan, 
could be making an acceptable profit 
based on commercial prices, but in the 
marketing phase it may just not be pos- 
sible to make an acceptable level. We 
have had this situation in Europe for 
the last year or so. 


Chairman. 

675. You surely do not contest the 
suggestion that at what price crude oil 
is billed at is going to be a very heavy 
determinant as to how the refining com- 
pany, for example, or the other com- 
panies down the line look as far as their 
profit and loss accounts are concerned. 
Are you suggesting that there is no ele- 
ment of company policy in the way that 
crude oil is invoiced when the whole 
operation is owned by the Group? — 
Yes, I am suggesting that, because we 
are subject to the taxation authorities in 
these individual countries. If we take our 
company in Germany it has to answer to 
the local taxation authorities as to why 
it is not making a profit. So, if that 
taxation authority does not accept that 
the prices at which it is billed a 're true 
commercial prices — in other words it 
thinks we are trying to transfer profits— 
it will immediately come down and 
inflict its own level. 


Mr. Hall. 

674. We are both saying the same 
thing although I withdraw the emotive 
word “ force ”? Perhaps I can cor- 

rect this impression. We would like to 


676. We are all agreed that if you 
were to make a welter of it then that 
would be so, but surely there is a fair 
bit of elbow-room available to you pro- 
vided you do not overdo it? 1 do not 
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think there is any elbow-room open to 
us at all. 

677. You must be unique in this regard 

and a very unlucky Group? May be 

years ago the Oil Industry was in the 
position to do this, but that was certainly 
before my time. One cannot do other 
than try to behave, I think, as a res- 
ponsible citizen. This is essentially our 
policy. 

678. Is there a central planning depart- 
ment for the Group whose role is akin 
to that of the Treasury with responsi- 
bilities, for example, for laying down 
general financial criteria and providing 

economic forecasts? Yes, there is a 

central planning organisation. It is 
analagous in some way to the Treasury, 

I suppose, but we also do have a treasury 
department which is quite separate from 
the planning organisations. 

679. You have them to look after the 

cash and the books? They look after 

the cash, the borrowing of money and 
the general financing. We have another 
department that looks after the books 
which is, shall we say, the controller’s 
department. However, the organisation 
which I look after is what you might 
call the central planning department 
which provides views into the future 
with regard to the way in which 
the events might develop. It pro- 
vides a background against which 
we can plan our strategies for the 
Corporation as a whole in the form 
of advice to the committee of man- 
aging directors. We also recommend the 
business of investment criteria, although 
essentially, as we have put in the note, 
as a basis for being able to compare the 
acceptability of different investments in 
different parts of the world. 

680. Does the Group have a Corporate 
Plan and if so would you care to des- 
cribe how the investment programmes 
of the Group Companies are related to 

that of the Group as a whole? Yes. 

Our Corporate Plan, of course, is made 
up of a whole lot of individual plans 
for all the operating companies of the 
Group, but the way in which we try 
to hold it together is by having each 
June a Central Planning Meeting of 
managing directors and our senior execu- 
tives and the heads of some of our 
major operating companies. 


681. Roughly how many would attend 

that meeting? There would be per- 

haps 26 or even 30 people. With regard 
to that meeting, in my organisation we 
put together an aggregation of what all 
the other parts of the Group are planning 
to do and what all the different opera- 
ting companies are planning to do. Of 
course, one has to start a stage further 
back, because at the previous stage they 
have been given policies or recommended 
policies from these Service Companies 
and they have also been given, views of 
the future. 

682. They all relate back to the Service 

_ .Companies? They all relate back to 

the - Service Companies for advice, yes. 
So, we_ put together this aggregation 
which gives a picture of the way in which 
the whole group of companies is head- 
ing. At the same time we centrally, 
within my department, analyse alternative 
ways in which the whole Group could 
behave to see if there are other better 
courses available for us which could be 
discussed, and these are all presented at 
the same time. So at this meeting there 
is a very full discussion between all those 
involved on, shall we say, alternative 
strategies leading on through 10 or 
more years ahead against the back- 
ground of the kind of environment 
— economic and social — into which 

we may be heading. Here I would 
like to stress that we do not just 
take one view of the future. We try to 
look at the broadening uncertainty of 
the future and in order to do that we 
have found that what we have to do is 
construct perhaps six or seven internally 
consistent pictures of the future which 
broadly span the uncertainty. After that 
meeting the managing directors can 
recommend new policies for the guidance 
of the various operating companies of 
the Group. These new policies get fed 
out round about September and shortly 
thereafter we put together another view 
of the future extending on perhaps 20 
years ; this is on a kind of world wide 
basis. Then the individual operating 
companies with this information about 
the broad policies and the central 
views of the future, then construct 
their own particular scenarios or 
futures against which they then try 
to see what would be the best 
strategy for them to follow or what 
modifications of their existing strategy 


Printed image digitised by the University of Southampton Library Digitisation Unit 


200 


MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


28 February, 1973.] Mr. J. C. Davidson [Continued 

and Mr. L. C. Kuiken 


may be necessary, having regard to these 
policies which the committee of manag- 
ing directors have recommended. 

683. Would it be then customary, hav- 
ing slotted themselves into the same, for 
them to go back to see what the manag- 
ing directors think of the way they are 

interpreting the new guidelines? The 

next step in this kind of time-scale is 
that after this central planning meeting in 
June, we feed out in the autumn the 
policies and new scenarios and views 
of the future. From then through until 
the Spring the operating companies ex- 
amine what their possible strategies might 
be. They then consult back with the 
Service Companies through their re- 
gional co-ordinator. 

684. At what time would the regional 
co-ordinator expect to be consulted? 

Round about February or March. 

Then these, shall we say, operating com- 
pany strategies are agreed as a basis 
and from then through until about 
August the operating companies gener- 
ally put together their budgets for im- 
plementation of these strategies. The 
first step of implementation of any 
strategy represents the commitment of 
money to an investment or something 
like that. These budgets aTe then redis- 
cussed so far as their major items are 
concerned in order to get advice from 
the Service Companies. If the recom- 
mendation is that they should go ahead 
they then all go through in the autumn. 
Then we put them together and aggre- 
gate them to see what the whole financial 
picture looks like and again somewhere 
round about December 

685. Suppose you had two of your 

operating companies in say an area that 
was still very much being developed. 
Let us take as an example two unnamed 
South American companies and let us 
suppose that they both want to have 
fairly massive investments from the Com- 
pany’s central sources and one felt badly 
grieved that the £10 million, let us say, 
had gone to the other company — how 
would that situation be resolved assum- 
ing that they are both looking for cen- 
tral organisation funds? I think the 

best way I can answer that question is 
to give an example. Let us suppose 
that we have a refining company in 
Curacao and a refining company in 
Trinidad. It might be that both of those 
companies come forward with the pro- 


position to have a major extension to 
their refineries which might cost £10 mn 
lion, £20 million or £30 million. These ’ 
propositions would come back to the 
centre and it is quite possible that when 
we look at them to see what recommen 
dation we should give, we will find that 
each of these refineries is obviously or 
probably competing for the same market ‘ 
So that although both of the companies 
have come forward and said : “ Look we 
are going to have this extension ’and 
it is a good and proper thing to do” 
when we sit down to discuss it with 
them we find that there is not room 
for both of them in the market. If they 
both go ahead one is not going to achieve 
the kind of profitability that is expected. 

686. Possibly both? Yes, may be 

both of them will not, but if we assume 
that there is room for one of them 
then one of those companies will prob- 
ably be better placed to make a good 
profit than the other company. It then ■ 
becomes really a matter of discussion 
and a matter of bringing this out into 
the open with both of these companies 
so that the company that is not so well 
placed competition wise appreciates the 
situation and withdraws its proposition. 

687. You do not really have a rising 

situation — it is in effect restrained war- 
fare between two parts of the organisa- 
tion? No, we have not fortunately 

encountered that. We do have, of course, 
very often the problem of insufficient 
funds to enable us to do everything we 
would like to do, but then, of course, 
once an operating company has used 
all of its own available funds then it 
has to come to the parent companies 
for extra funds and then you do get 
the role of the centre deciding or the 
holding company deciding whether they 
want to make more funds available to 
this company or that company. 

Mr. Crouch. 

688. You have given an example of 

Curacao versus Trinidad? Yes, but 

this is purely theoretical. 

689. Yes, but who can turn that down. 
Can you turn that down or do you make 

a recommendation only? No, only 

a recommendation. 

690. To the parent company? The 

recommendation would be by the Ser- 
vice Company to the local constituted 
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company — the local board. (Mr. 

Kuiken.) A different way in which such 
a difficulty could be overcome would be 
by working out a time-scale in a num- 
ber of cases and in that way it is not so 
much a matter of this or that, but what 
you do first and what you do later. 

I remember from my own experience 
in our building programme in Scandin- 
avia that that was how the problem was 
resolved in a very friendly manner. We 
first built in Denmark and then we went 
to Sweden and then to Norway. This 
is the way in which, given favourable 
circumstances and continuously grow- 
ing markets these problems can, per- 
haps, be completely overcome. 

Mr. Stoddart. 

691. I am not absolutely clear about 
what happens here. The operating com- 
pany that requires capital from the par- 
ent company makes a recommendation 

presumably to the parent company? 

(Mr. Davidson .) No. The operating com- 
pany puts together a plan of action of 
what it wants to do. It has an invest- 
ment programme and it therefore has 
already decided what it might wish to 
do, acting in isolation. It then goes 
before the Service Company for discus- 
sion and to get advice — we have a kind 
of central body of expertise on all kinds 
of technical and financial functions. In 
the course of getting that advice there 
is full discussion of the viability of such 
a project. If they think it does seem a 
good and viable project the Service Com- 
pany would say, “Yes, this looks fine 
and sound and we recommend you 
should go ahead with it.” The local 
company then goes back and through its 
normal own procedure implements these 
expenditures. The other case would be 
where it comes in with a project and on 
discussion with the advisers — the Ser- 
vice Company — it is found that their 
estimates of profitability or viability of 
this project are really on the verge — 
they have no sound basis. In that case 
one would find that they would then 
withdraw their project or at least we 
would hope in such cases that they would 
be convinced that this was not a worth- 
while project to start. 

Chairman. 

692. Your Group appears to differ 
from industries in the public sector by 


not giving special weight to a planning 
period of five years. Is there any par- 
ticular 'reason for this? Yes. We used 

to have a planning period of five years 
on a rolling basis, but we found it was 
rather restrictive in that the time was 
too short. It generally takes us perhaps 
four years to start to build up a refinery, 
so by the. time that refinery is on stream 
and starting to earn you have another 
10 years perhaps ahead. We found that 
the five year time-scale was too short. 
What we used to do about three years 
ago in our planning system was to take 
a single view of the future and to say 
in a rather arrogant way: “ This is going 
to be the future ” and then plan every- 
thing to build that future. Of course, in- 
evitably you won't be right, because 
it just is not possible to make that kind 
of prediction. What we have now moved 
on to is this system whereby we recog- 
nise or try to give recognition" to the 
uncertainty of the future and this en- 
ables to us stretch on beyond five years. 
Most people feel that they can- 
not predict beyond five years. We 
felt that we could not even predict the 
five years, but that we could define, shall 
we say, a range of uncertainty quite a 
lot further than five years and therefore, 
this suited us much better. So now we 
essentially look something like 15 years 
ahead, but, of course, we look with much 
more detail at the early years than we 
do at the later years. 

Mr. Hall. 

693. I am not quite clear exactly how 
that helps. As I understand it you have 
now a much shorter programme period 
of two years or thereabouts. Then, look- 
ing ahead beyond that you now go up 
to 10 or 15 years, giving yourself a cer- 
tain number of alternative possibilities. 
At some stage you have to go for one 
of those alternative possibilities and if 
you are building a refinery which takes 
four years or longer, you have to come 
to a decision at some time to build it in 
a particular place on assumptions based 
upon you selecting one of the various 
possibilities. What is the difference be- 
tween that and taking your previous five 
year or longer straightforward view on 
development without having all these al- 
ternatives to consider? First of all I 

would like to explain one matter. We 
have split off the programme period 
from what we call the planning period, 


Printed image digitised by the University of Southampton Library Digitisation Unit 



202 MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


28 February, 1973.] Mr. J. C. Davidson 

and Mr. L. C. Kuiken 


[Continued. 


because we have recognised that over a 
period of something like one to two 
years ahead we have virtually no flexi- 
bility to change what we have got. We 
have refineries, ships, oil fields and pipe 
lines. We cannot make any major 
changes with regard to those during a 
period of one to two years ahead and 
therefore we have to make the best of 
what we have got at the moment. We 
felt that it was necessary for a large 
part of the organisation to concentrate 
its mind on generating money from what 
we have at die moment as distinct from 
thinking how we can change what we 
have got in the future. When we have 
decided what changes we might want to 
make in the future, of course, at the 
moment when you start to implement 
those you have to spend money and you 
are then right back in the process of im- 
plementation and into the programming 
period. So, the decision you make to 
build a refinery, shall we say, will get 
implemented, although it starts as a plan. 
It gets implemented by spending money 
in the programming period in the 
immediate two years ahead. However, 
the difference essentially between a five 
year forward look and what we have 
now is that we do examine our decisions 
against the possibility of a number 
of alternative futures turning up 
so that the refinery that could be 
profitable, shall we say in one future, 
could well be very much less profitable 
in another future or a loss making pro- 
ject in another. It is out of this analysis 
of possible strategies or plans for altern- 
ative futures that we can get an idea 
of the exposure which we will be putting 
ourselves to and we can take a decision 
about whether we can accept the risk or 
not. For example we might find that in 
future “A ”, to build a refinery in a cer- 
tain place might generate a profit of, 
shall we say £1 million, but in future 
“ B ” it might generate a profit of 
£i million and in future “ C ” it might 
result in a loss of £10 million. We 
would then have to balance in our 
own minds whether we were willing 
to accept the risk of the loss of 
£10 million against the possibility of the 
profit of £1 million, and the probability 
of these different futures occurring. 

Chairman. 

694. You are putting a price on them 
here rather like a bookmaker? (Mr. 


Kuiken.) In a way we also think about 
this m terms of selecting a cricket tram 
A number of players obviously haveta 
be batsmen and a number of play™ 
obviously have to be bowlers. fcL £ 
for the last player one has a choice and 
says : “ Should it be a bowler or a bais- 
man? ” If one had hindsight one would 
know what to do, but one has to do 
something now. 


695. I suggest it might be a good idea * 

if you had a wicket keeper? Yes 

there are all sorts of ways of doing it 
but it depends whether you play aggres- 
sively or defensively. This is the sort 
of choice you have to make. 


Mr. Hall. 

696. In this very comprehensive analy- 
sis of all the foreseeable contingencies 
and possibilities do you think that there 
is a danger at the end that you will be 
so confused with regard to the various 
alternatives that your judgment as to i 
what investment you should make could 

be affected adversely? There is defin- i 

itely a risk if one wanted to do this in 
all levels and all sectors of the organisa- 
tion and indeed one could perhaps cause 
more confusion than is gained by the 
decision making and that is why we are 
very careful to use this in particular in 
full force with regard to bigger issues or 
items rather than for small individual 
items. Therefore, the big policy choices 
are made by recognition of these differ- : 
ent futures. A lot of energy is spent on 
this, but when it comes to smaller issues 
we would not go to all that trouble— we 
would assume that there are things that 
one can perhaps do still on a somewhat 
optimistic single assumption of the 
future. 

697. Has the new system been going 
long enough for you to be able to tell 
whether it is more effective at forecasting 

the future than the old one? -We 

know that in the last few years there has 
been an increasing degree of instability 
and uncertainty in the oil industry. In 
the 1960s one was sure of a very smooth 
growth trend in oil demand and the rate 
of growth was 8 or 9 per cent.— you 
would argue about that — but it was fairly 
predictable. More recently there have 
been some years with very high growth 
rate and some with very low growth rate. 
One notices that people are more modest 
in their claims. I think it is for that 
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rrason that we have been able to find a 
S good reception for this idea of 
fully dealing with uncertainties. People 
who have for one year or another had 
to change their estimate by 20 per cent, 
are not now so difficult. In the early 
1960s the situation was different. 


Chairman. 

698. Turning now to the top level 
where this model construction goes on, is 
this essentially an activity where a model 
is put together by a brain or a small 
committee of brains or by the whole 26 
or 28 people that turn up at the meeting 
which Mr. Davidson has told us about? 

(Mr. Davidson.) Centrally inside my 

organisation we have put together a very 
crude model of the whole Group which 
is essentially a financial model — this is 
a convenient way of expressing it. I 
would say that this was put together by 
a group of rather intelligent people. 
With this model we are able to get some 
idea of the result upon the Group — the 
whole animal — of pushing one side a bit 
further or pulling back another. It only 
assists, I think, in getting an understand- 
ing. You could not say that because the 
model says “do this” you should do 
it. All you can do with a model like 
this is get a better understanding of the 
relationships and the mechanism. (Mr. 
Kuiken.) I would say that it facilitates 
the discussion among these people — it 
helps them to concentrate. 


Mr. Tugendhat. 

699. The question I want to ask is not 
designed to elucidate more information 
about Shell, but to relate Shell to the 
public sector. There is a debate, as you 
know, as to whether the Government — 
regardless of party — should publish an 
energy policy. In the past I ‘have tended 
to regard energy policy White Papers to 
some extent on the lines that you have 
just put, not as absolute forecasts, but 
as models. It seems to me that in the 
public sector there aire great disadvant- 
ages in doing this, because vague fore- 
casts become hardened and people believe 
you can see the future more clearly than 
you can and the whole thing becomes 
misunderstood. Do you find from your 
experience that the sort of models you 
are talking about are really best kept for 
internal consumption amongst a small 
group, or do you think in the public 


sector sense it is better to have these 
out in the open for everybody to see? 
(Mr. Davidson.) I have been refer- 
ring to a model of the Shell Group and, 
of course, that is something we would 
keep to a fairly small group of people. 
If I have understood correctly what you 
have said, you are talking about a model 
of shall we say not the behaviour of 
something like a company or a national- 
ised industry, but the behaviour of the 
external environment — in other words the 
demand of the environment for energy 
resources and the ability to meet that 
demand. I would have thought that it 
was a good thing for people, to have an 
understanding of that mechanism, because 
after all it is the environment in which 
all of us live. We have actually tried 
to voice our views on these kind of 
external relationships and I would have 
thought that it is generally a good thing 
to do so mainly because you can get. as 
many people as possible understanding 
a problem, if there really is one, and the 
more people who think, about it the 
more chances there are of finding a 
solution. 


Chairman. 

700. In Paragraph 2 of your Memoran- 
dum you draw a distinction between 
“ programming ” and “ strategy . Would 
you clarify this distinction by means of 
one or two examples and would you 
in particular tell us how “strategy, be- 
comes converted into “ programming. . 

Yes. In the programming period 

what we are trying to do is to make 
the best use of what we have at me 
moment, recognising that over the next 
12 or 24 months there is very little that 
we can do to change it. We cannot 
build a new refinery or even a bit of 
one. We can charter the odd ship, but 
we cannot make any substantial changes 
to our transportation arrangements. Our 
programming essentially involves each. Oi 
our operating companies really analysing 
in the light of the price situation in the 
local environment, the facilities that they 
have available and the raw materials that 
they have available, what would be the 
best product for them to manufacture, 
shall we say, and put on the market. 
In the course of doing this, of course, 
they have to consider the interactive re- 
sults of their own actions. For example, 
they might see a situation where there 
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is a very strong market for gasoline and 
they might decide to push gasoline sales 
considerably. However, they have to 
recognise that at a certain moment the 
result of this may well be to flood the 
market with an excess. They have to 
exercise commercial judgment when put- 
ting together their programme. All these 
programmes in all the different 
operating companies of the Group 
are analysed in December of each 
year as an aggregate of the Group 
to see whether there is inbalance. In 
other words, there is essentially a supply 
balancing operation to see where one 
operating company needs more support 
or more of a certain kind of oil than 
another. (Mr. Kuiken .) I think that what 
the Chairman is particularly interested 
in -is how these strategies are conceived 
and how they are turned into realities. 
Perhaps a convenient example which 
arose five or ten years ago is domestic 
heating. I think one did not need to be 
a very great expert to know that many 
homes certainly ten years ago were fairly 
poorly heated and obviously if a com- 
pany sells oil, like we do, there is a 
potential market. So we start off with 
the vaguest of ideas. We then come to 
the second stage of finding whether there 
is, in a barrel of crude oil processed in 
the refinery, a fraction which could be 
used to channel into that market and 
which is suitable for domestic heating. 
So, in the second stage one decided 
that there was a fraction available for 
that. The third stage is when one makes 
sure that one can produce in the re- 
fineries that fraction in a fairly pure 
way so that one does not have anv 
trouble with the smell, smoke and so 
forth. A technological effort has to be 
made before you proceed. When that 
can be guaranteed you start informing 
the operating companies about the possi- 
bilities. Then it is left to the initiative of 
the various operating companies on their 
own to use that advice and to see what 
they can do. 

701. Was it wholly left to them? Yes 

it was left to them to start an advertis- 
ing campaign or to convert their own 
refining facilities in that direction, et 
cetera. I remember that in this country 
we had an interesting situation when the 
advertising campaign was launched and 
it was so unexpectedly successful that 
the demand for this particular fraction 


increased out of all proportion and 
just could not meet it. So, it does m 
always work perfectly, but it gives yo „ ' 
some idea of how from a very unsneci 
fled vague notion of what is an attract* 
market one can gradually turn that into 
something specific. The final stage in the 
programme of action is to have a 
specific budget item if necessary for the 
advertising campaign or for recruilij. , 
the sales force or installing particahfr 
equipment in a refinery. When that 
is done the whole thing can begin to 
operate. 

702. In strategic studies does the 
Group proceed broadly from economic 
forecasts to production decisions, that is 
from the market to the product or does it J 
forecast likely available products and 

then look for possible markets? The 

example I have just given shows you 
clearly the direction in which we would 
normally go. (Mr. Davidson.) I think 
that we first look at the whole economic 
and social environment. We really look 
to see what society is going to require. 1 
So, in our strategic planning we are really 
looking for the needs of society and then 
we look to see if we have a capability of 
satisfying those. We assume that if 
society has those needs, then society is 
going to reward whoever satisfies those 
needs. I think that this is really the basic 
philosophy. 

703. Do you as a Group engage in > 

technological forecasting? Yes, we 

do. 

704. Successfully, I presume? — —Yes, 
there are all kinds of levels within our 
particular Group Planning Organisation. 
We do have a very small section of three 
people who are specifically concerned , 
with technological changes as well as 
economic and sociological changes. Of 
course, they do not just sit in a box and 
operate on their own. They have very 
wide ranging contacts throughout all out 
research organisations and with outside 
bodies, but they are very much con- 
cerned with the kind of technological - 
changes that could influence society in 
the future and the way in which society 
will introduce the technological changes. 
In other words, they are concerned mtn 
things like the struggle against pollution 
and the kind of technological changes 
which might be brought about in tie 
form of the internal combustion engine. 
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705. Were their predecessors able to 

detect the computer revolution? 1 do 

not say that they were not able to do 
this, but we only really set up this Group 
planning Organisation about five years 
ago. 

706. So the three technological fore- 
casters form an adjunct? They are 

part of it. Within Group Planning there 
are three divisions. One division is solely 
concerned with looking at the outside 
world and it is within that group of 
about 23 people of varying disciplines 
that those three people are referred to 
work. Another group is concerned with 
looking at how Shell companies behave 
and what Shell strategies should be. The 
third group headed by Mr. Kuiken is 
concerned with research into models and 
mathematical techniques and so on. 

Mr. Stoddart. 

707. You have said that the Company 
assesses the needs of society and goes 
out to try to meet them, which, of 
course, is fair 'enough. I am wondering 
whether when assessing those needs it 
does not sometimes happen that the 
needs can be met in more ways than 
one. One way may be more profitable 
than the other although the other way 
may be more socially desirable. Which 

would you choose? 1 do not think 

that there is the kind of conflict which 
you adduce, because if one is more 
socially desirable by definition this is 
what society wants and they are not 
going to -reward you for the other more 
expensive way of meeting the needs. 

Chairman 

708. I think that on another occasion 
I might try to take you apart on that, 
but I think it would take our discussion 
too wide? — —(Mr. Kuiken.) One of the 
most impossible things to predict is the 
future profitability of any particular 
product. So, the question of weighing 
one against the other does not arise 
in the sense that we have no idea of 
what profit will be made. Therefore, 
the emphasis is very much on the need 
of society, because that gives at least 
favourable circumstances. We have no 
idea about how we can possibly forecast 
profit in this kind of business. 

709. Do you as a Group engage in 

manpower planning and forecasting? 

(Mr. Davidson.) Yes. 


710. Can you tell us a little about 
that. —It is not really so advanced as 
we would hope. Our manpower plan- 
ning to date has mainly come as a result 
of deciding that we want to do certain 
things in the future and we then try to 
fit our manpower to it. We try to have 
training programmes progressing so that 
we have a steady flow of improvement in 
people’s capabilities as they come up 
through the organisation in order to fit 
the kind of needs of the future. This 
really has been the extent of our man- 
power planning apart from the pla nni ng 
of the stages at which we need to recruit 
so many graduates a year in this discipline 
or that discipline and so on and so forth. 
We are trying to improve it in 
other ways, because one of the problems 
which we have, of course, is the rate of 
change nowadays. By the time a man is 
40 years of age and has been in service 
15 years the whole field of technology 
in which he first started will have 
changed and he will be becoming 
obsolescent. 

711. Does the Group use a test dis- 
count rate in its discount cash flow calcu- 
lations? Would you be willing to say 
what the rate is and are you aware that, 
after allowing for inflation, the test dis- 
count rate in the public sector is 10 per 

cent, and what do you think of that? 

(Mr. Kuiken .) We do, in fact, use the 
discounted cash flow technique and the 
test rate, as you call it aptly, is in a 
general sense 10 per cent. This 10 per 
cent, is used without correcting for infla- 
tion. In other words one takes cash 
nominally as it would come in, in the 
future, and discounts at a 10 per cent, 
rate. This rate is a test rate and also a 
general one. When we look in different 
places and at different types of business 
we may wish for various reasons to add 
a premium to that, because of additional 
risks which may be due to the nature of 
the business or due to the nature of the 
Government under which we are operat- 
ing. With regard to your question about 
flie 10 per cent, rate for the nationalised 
industries, that seems to me to be reason- 
able — how can I argue with it ; it is the 
same rate as we are using ourselves. 

712. Do you have any general com- 
ments to make about what you know of 
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long-term planning by the nationalised 
industries. Mr. Kuiken has to some degree 
commented on this, but would you like to 

expand on it at all? (Mr. Davidson.) 

I am afraid X do not know enough about 
this to make any useful comments. (Mr. 
Kuiken.) The only other exposure which 
I have ever experienced was in connec- 
tion with the long-term plans of, I think, 
the electricity power generating industry 
who were thinking of building a new 
station at a particular site and they were 
interested in a prediction of the prices 
of different possible sources of energy for 
that power station. It seemed to me at 
that stage and even more so today, that 
that was really an impossible question to 
answer. I think we pointed that out in a 
very friendly way when the question 
arose, but I think it was somewhat mis- 
understood. I think the people on the 
other side thought that we were holding 
out deliberately to confuse them. As I 
have said before, we have no way at 
all of predicting what prices will be in 
five or ten years time and that is indeed 
the information they needed in order to 
make a precise calculation about whether 
to have a nuclear power station, a coal- 
fired power station or an oil-fired power 
■station. 


Mr. Stoddart. 

713. On the other hand would you 
not think that bearing in mind they are 
building a power station to last for say 
30 years, it might not be an easy question 
to answer, but it would be a reasonable 

question for them to ask? 1 think that 

when we pointed it out to them they 
should have accepted that an answer 
could not be given in any meaningful 
way. (Mr. Davidson.) The way we 
tackle the situation is not to try to 
forecast a price, but to try to draw for 
ourselves the picture of the way in which 
the future might unroll, and the kind of 
competing fuels that might exist and the 
probability shall we say of an oil fired 
station or a coal fired station existing. 
The best that my department could do 
would be to say that in this particular 
case there might be a shortage of oil 
in the future and there might not be 
enough coal and so let us build stations 
which can be fired with either coal or 
oil. 


714. You would have made your 

assessment of the situation? -Yes ™ 

Chairman. 

715. Do you as a Group have mud 
connection with any of the nationalisS 
industries and if so in what wavs- 
chiefly as a suppUer or customer and 
are there_ any _ cases where you’hare 
engaged in joint operations with the 

nationalised industries? No I do mt 

think that we are engaged in ’any joint 
operations with the nationalised indus. 
tries in the United Kingdom. In some 
countries overseas, of course, we have 
had joint operations with local national 
companies. 


716. But you must have a fair degree 
of connection commercially with a 
number of the nationalised industries 
For example, we have aviation and the 

North Sea developments? Yes, our 

operating companies locally do-^hell 


717. I am talking about the Group? 

The extent of these contacts I do not 

precisely know, but we do have them, 
that is quite clear. Shell-Mex and BP, 
for example are suppliers obviously. 

718. As representatives of an inter- 
national company, can you tell us any- 
thing about your experience of national- 
ised industries in foreign countries? — 
We have greatest experience, 1 suppose, : 
of the nationalised oil industries or the 
national oil companies. Our experience 
is that there is a different kind of moti- 
vation for them obviously than for us in 
that their motivation is often dictated by 
political considerations rather than purely ' 
economic considerations. I do not think 
this is right for us, but I do not say that 
it is wrong for them. 

719. Perhaps occasionally there are 

security considerations? Yes, per- 

haps, but I would have thought that was 
political, although one would imagine 
that security might also be economic. I 
was thinking more of purely political ' 
considerations. 


Mr. Tugendhat. 

720. I know I am about to ask a very 
broad question, but do you notice any 
great difference between nationalised 
industries such as the British, which are 
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fairly closely controlled by the Govern- 
ment, on the one hand and the enter- 
prises in Italy, for instance or even 
Germany, where the Government may 
either be the only shareholder or a major 
shareholder, and yet they operate with a 
much greater degree of independence. 
Would your point about the manage- 
ment apply equally or do you notice 
big differences in attitude or do you not 
feel able to say? 1 really do not know 


enough about them to answer your 
question and what I would say would 
be my own personal view. I am afraid 
I cannot answer your question. 

Chairman .] On behalf of the Sub- 
Committee I would like to thank you 
very much for coming. We have found 
your evidence very helpful and I am 
sure it will be useful to us when we 
come to put our report together. 
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Capital Expenditure Procedures in RTZ 
The review of capital expenditure proposals and plans within the RTZ Group 
is governed by three basic principles. Firstly, while there should be a disciplined 
approach to the planning and review of capital expenditure this should be imagina- 
tive and constructive so as to provide active encouragement to management to 
seek profitable investment opportunities both within and beyond the scope of 
existing activities. Secondly, the review procedures endeavour to ensure that any 
particular proposal is given a “ second look ” at a. level appropriate to the scale 
of the investment concerned. Finally, an attempt is made to draw a distinction 
between tactical expenditures, which are basically aimed at improving the return 
on existing capital employed, and strategic expenditure which substantially change, 
either in scale, scope, nature or location, the activities of the Group. 

Occupying a central position within the review process is the Corporate Plan, to 
which each constituent company within the Group makes its own contribution and 
against which annual performance is measured. The Plan itself, which is con- 
structed from the operating companies upwards, consists of a highly detailed 
annual operating plan and a strategic forecast composed in broader terms reaching 
forward generally 5 years but, for some major subsidiary companies, encompassing 
a 10-year horizon. The Plan embraces forecasts of operating activities, production 
sales, stock movements, trading results, revenues, operating costs, and financial 
returns, profits before and after tax, cash movements, balance sheet changes. 
Among the schedules and plans prepared by each company there will be detailed 
forecasts and descriptions of foreseen capital expenditure, itemised individually for 
all except those requiring comparatively small outlays (the amount of expenditure 
per project requiring individual description varies from company to company within 
the Group but is frequently reviewed). Inclusion of capital expenditure prospects 
in the Plan, which is itself discussed at a holding or even parent company level at 
Annual Conferences, does not imply authority to proceed with the investment, but 
rather provides early warning of forthcoming commitments and, in the context of 
the rest of the Plan, indicates the likely impact on cash flows, profits and financing 
requirements. 

At the actual time when a company within the Group wishes to commit to a 
major item of capital expenditure, a proposal will be developed by the company 
for review and approval. In the nature of things it would be expected that tactical 
expenditure proposals would have been included in the annual operating plans, 
since it is only in rare circumstances that a scheme aimed at improving the profita- 
bility of an existing operation and involving capital expenditure of any significant 
scale would be envisaged and, at the operating company level, approved, in less 
than the timescale dictated by the Operating Plan. For proposals of a tactical 
nature which have been included in the Annual Plan, subsidiary holding companies 
within the Group are given substantial authority to undertake the review and 
approval procedure, although it is expected that the parent company will be informed 
of investment decisions taken and of the rationale for these decisions. The limits 
of responsibility, which apply to total capital at risk in the proposal, are deter- 
mined with regard to the normal scale of capital expenditure undertaken by the 
companies concerned and by their record in meeting previous forecasts, and are 
agreed in discussion with the Parent Company. 
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Where tactical investment proposals requiring immediate commitment occur which 
have not been included in the Annual Plan, this review process applies to lower 
levels of cost, since such expenditures will have an immediate and unforeseen 
impact on the short-run profit and cash expectations of the Group and might have 
serious implications on Group-wide financial prospects. It is stressed, however, 
that the emergence of such proposals without prior warning within the Plan and 
at the conferences thereon is comparatively infrequent, and tends to result from 
other unforeseeable circumstances such as equipment breakdown or malfunction 
or major changes of policy or operation by competitors or customers. 

As far as strategic investments are concerned— by which are understood proposals 
which alter the nature of the business with which the Group is concerned, or 
change the Parent Company’s beneficial interest in a subsidiary, or in other ways 
make significant changes to the Parent Company’s activities — subsidiary companies 
have lower limits of independent authority, and the Parent Company requires closer 
consultation. Capital investment proposals of a strategic nature are generally 
referred to a special sub-committee of the Parent Company Board, which meets, 
both on a regular monthly basis and on extraordinary occasions as well, to discuss 
such investment proposals with regard both to the interests of the sponsoring com- 
pany— which will generally be represented at the discussions— and to the objectives 
of the Parent Company itself. Proposals to be presented to this committee will 
already have been reviewed at staff level by a Parent Company department, again 
in consultation with the sponsoring subsidiary company. 

It is not so uncommon for commitments to capital expenditure of a strategic 
nature to require consideration and decision with little prior notice. These will 
often emerge as proposals resulting from discussions or negotiations with third 
parties over a fairly short space of time ; even where projects emerge as a result of 
lengthy exploration programmes, the decision to commit to major development 
expenditure will often need to be taken with some urgency. It is an intention of the 
review process, with its emphasis for strategic proposals on fairly low levels of 
cost, to examine closely, at an early stage, proposals which might in time develop 
into substantial commitments in activities or countries in which the Group was 
hitherto inexperienced. Thus, for example, the beginnings of a major new mine, 
costing upwards of £100 million, will frequently be the purchase of an option 
on an exploration lease for a tiny fraction of this sum ; if, however, this mine 
involves investment in a metal or a country in which the Group currently has little 
or no involvement it is vital to foresee and plan the growing commitment in order 
to make the best use of the opportunity and the resources invested therein. By 
the time the decision to commit to actual mine construction has to be taken sub- 
stantial expenditure will already have been incurred and obligations may well have 
been undertaken to governments, employees and customers ; it is, therefore, essen- 
tial to anticipate as far as possible the emergence of such commitments. 

The occurrence of strategic proposals not foreseen in the Annual Operating Plan 
can be more readily appreciated when “ investment ” is regarded — as it is within 
the corporate planning organisation and procedures of the RTZ Group — to embrace 
disinvestments, and acquisition or disposal of shareholdings in companies, as well 
as expenditure on fixed assets. However, the possibility of a conventional invest- 
ment project of a strategic nature will often have been analysed and evaluated in 
advance of the change in the external economic environment which is required^ to 
justify the commitment to proceed. For example, the ability to be able to bring 
the Hamersley iron ore mine into commercial production in September 1966 
depended on the expectation, during the early days of proving the deposit and 
developing the project, that the Australian Federal Government would relax its 
embargo oil the export of iron ore. In fact the progressive relaxation of this 
embargo and granting of export permits was accompanied by substantial progressing 
of the project. Similarly the policy relating to exploration and investment in the 
lead/zinc industry has continually required review in the light of the need to 
provide continuity of supply to Group smelters in conditions of drastic changes to 
supply and demand prospects. 

394416 X 
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It is worth pointing out, moreover, that in the traditional fields of RTZ Group 
activity — the mining and initial processing of metal ores — the incidence of expendi- 
ture on a new project tends to be a very gradual increase, with the major propor- 
tion of cost incurring only at a stage when much of the technical risk on the 
project will have been reduced. In the area of oil exploration and production, 
however, there is a higher incidence of cost in the early stages when the risk of 
loss or failure is also very high. This reinforces the need for a continuous and 
well-informed review procedure starting at a very early stage of a project, with 
particular emphasis on “ reverse economics ” studies which indicate the economic 
and other conditions which must exist for the project to be worth developing. 

Nevertheless, it is characteristic of virtually all the industries in which the RTZ 
Group operates that the timescale of investment decisions, particularly those of a 
strategic nature, tends to be long. It is essential, therefore, that all companies 
within the Group should have a consistent view of the economic environment 
within which they operate, to which end there is, within the Parent Company, an 
Economics Department which specialises in the preparation of forecasts of metal 
supply, demand and prices, of inflation rates and exchange rates, and so on. Such 
forecasts are prepared in consultation with Group companies around the world, 
and form common assumptions to all Group company plans. Such central forecasts 
are essential when, for example, decisions must be made about pit design and pit 
stripping ratios which are dependent on views of production and prices 15-20 
years ahead. Similarly, it is essential that the productivity of key items of capital 
expenditure such as power stations, railway lines and port facilities, which have 
long operational fives and are fundamentally inflexible in terms of method of 
utilisation, is maximised over as long a period as possible, and it is the function 
of the entire capital investment review procedure to ensure this. The Economics 
Department’s work is also of fundamental importance to the financing plans of the 
Group, since movements in inflation rates, interest and exchange rates assume 
enormous importance in the context of the cash flows which are a part of the 
Group’s daily business. The long-term significance of these forecasts can be best 
illustrated by reference to the contracts for ore, metal or power supply which form 
the foundation for the very existence of most of the Group’s largest operations. 
In the highly competitive environment in which these contracts are signed it is 
never possible to obtain contractual cover or flexibility for all the economic un- 
certainties. The longest supply contract within the Group lasts for over 50 
years, and there are several lasting beyond 10 years ; views of possible changes in 
inflation or exchange rates are crucially important when such contracts are 
negotiated. 

It should be pointed out that there are other areas of the central financial services 
of the Group with basic contributions to make to investment policies. Despite the 
structure of the RTZ Group which is characterised by national holding companies, 
generally with significant minority shareholdings, and operating companies which in 
turn may also be publicly quoted, the Parent Company has a strong interest in 
the financing of major new commitments. The Treasurer’s Department in London 
will, therefore, be closely involved in forecasts of financial requirements and 
resources and in assisting in the planning and optimisation of capital investment 
proposals. Similarly the Taxation Department in London plays a vital role in 
corporate planning in view of the geographical and industrial spread of our interests 
and of the interaction between the many tax regimes in which the Group operates 
and that in which the Group is domiciled. 

A crucial aspect of project evaluation, moreover, lies in the communication 
between the financial functions and technical specialists. RTZ generally invests in 
very inflexible projects where it is essential that the design criteria which are 
adopted will remain valid for as long as possible. Some protection is available in 
this respect in that revolutionary overnight changes of technology, which render 
existing facilities obsolete or uncompetitive, tend not to occur in the mining 
industry, although the fields of processing of ores and metals are somewhat more 
susceptible. Where flexibility is desirable and, at a price, obtainable, thorough 
and continuous involvement in the review process of both technical and financial 
skills will assist in reaching the optimum conclusion. 
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The Group was a forerunner m the use of discounted cash flow techniques as a 
means of comparing and assessing investment possibilities. Such techniques 
continue to be a principle tool in the evaluation of capital expenditure opportunities, 
but. whereas the satisfaction of a DCF criterion is generally essential for the 
approval of a project, there will frequently be other criteria which must also be 
met. These other objectives will not only be financial, in the terms of the impact 
of an investment on the conventional accounting statements of the companies con- 
cerned. Close attention must also be paid to social implications, which embrace 
far more considerations than physical or visual environmental pollution An 
important matter for concern, for example, in the development of a mine in an 
isolated area of, say, Western Australia or Canada, is the provision of a township 
which will attract and satisfy employees and their families ; once such a townsite 
exists and the population has become settled, it is important to take into considera- 
tion, when reviewing the prospects of the project, the preservation of a reasonable 
“life expectancy” for the town. The preservation or creation of employment 
opportunities must frequently be considered, even in less isolated areas, while the 
consideration of a vast range of social implications occupied a central place in the 
formation of the Group's investment policy on Bougainville Island. 


The Group has pioneered the development of powerful generalised computer 
programmes for project appraisal, and is continuing to devote resources to the 
further improvement of investment criteria and techniques. Particular attention is 
now being paid to attempts to define, quantify, and analyse risk. Uncertainty is 
obviously inherent in the development of any investment in any industry, if only 
because of the lack of predictability of markets. In the mining industry such 
commercial uncertainty is compounded by the technical risks of dealing with ore- 
bodies which cannot be understood with complete certainty until the mining has 
been undertaken, and then with the further difficulties of metal extraction. A 
principal reason for the long gestation period of mining projects is that it takes 
time to drill and analyse an orebody, to design the mine and to select the metal 
recovery process. Yet this time, during which the expenditures, while small in 
terms of the final total project cost, can still run to millions of pounds, itself further 
exacerbates the commercial uncertainty and, even more, the financial risks. In this 
connection it should be stressed that the fundamental DCF criterion which the 
Group aims to meet is based on a required return in real terms after all taxes 
to the shareholders of RTZ. The returns which this criterion — itself fairly constant 
— entails Group companies to earn on their projects net only of corporation taxes 
become very volatile and uncertain in view of the comparative rapidity with which 
systems and rates of corporate tax both in the U.K. and overseas are changed. 
Similarly, changes in systems of investment incentives — which are a far more 
frequent in some countries than in others — in exchange rates and in interest rates 
can have a drastic effect on projects which require a lengthy period of pre-produc- 
tion investment. 


Thus the initial consideration of a mining project, frequently over 5 years in 
advance of commercial production and possibly as much as 10 years ahead, entails 
the expenditure of shareholders’ funds in situations of very high risk, where many 
of the uncertainties do not relate to the project per se. Understanding of the 
uncertainties is essential and quantified analysis of them is becoming increasingly 
desirable to avoid the premature rejection of projects because of a faulty view of 
the risk /return relationship. A greater contribution, however, to the maintenance of 
a substantial and productive investment policy would be the removal of uncertainty 
in those areas — such as interest rates, inflation, taxes — which are not under the 
investor’s control but which, because of the magnitude of their potential effect 
on the economics of projects, can add significantly to the disincentives to investment, 
if they cannot be confidently forecast. 
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725. That fact does not come out in 
the memorandum. I thought it was a 

second look by the same people? 

No — a look at a different level. 

Chairman. 

726. Am I right in thinking that in 
the case of all your four overseas hold- 
ing companies R.T.Z. has a controlling 

interest centrally? It has an 80 per 

cent, interest in its Australian subsidiary 
and a 51 per cent, interest in one of its 
Canadian subsidiaries. It has an exer- 
cisable interest of 51 per cent, in the 
other Canadian company and in the case 
of the South African company it has 
de jure control by means of a holding 
company but only a 39 per cent, bene- 
ficial interest, so we can exercise at the 
end of the day effective control. 

Mr. Hall. 

727. As far as I can see the operation 
of your corporate planning does not seem 
to differ from the type of corporate plan- 
ning used by other major organisations 
throughout the world. When you first 
adopted the system twelve years ago did 
you look at the similar systems adopted 
by major organisations in America and 
Europe and, if so, can you say if your 
own plan differs in any marked respect 
from the generality of plans adopted by 

other similar organisations? 1 doubt 

if it does. (Mr. Elwes.) I must stress 
that I was not privy to what was going 
on at the time, but I think that we 
adopted a system of planning which had 
already been adopted by Unilevers and 
which had been installed by the gentle- 
man to whom Sir Mark referred. It was 
adopted in the light of differing needs — 
the needs of R.T.Z. as against the needs 
of Unilevers — and it was adopted on the 
basis of tire then Treasurer’s view of what 
was required to operate controls in a 
group which was structured on very 
different lines from Unilevers, but the 
basic techniques employed were similar 
to those of Unilever and I think that our 
system is similar to those operated by 
other large organisations. 

728. Do you think that over the years 

you have developed some techniques of 
planning which you consider are better 
than some of the other techniques em- 
ployed elsewhere of which you have some 
knowledge? It is important to dis- 

394416 


tinguish between the two main elements 
of our planning procedures, that is to 
say, the appraisal of capital expenditure 
for projects on the one hand and the 
review of profit plans which are sub- 
mitted by each operating subsidiary of 
the group on the other. I would say 
that as far as any proposal as to major 
capital expenditure is concerned we have 
techniques which are as highly sophis- 
ticated as any in use at present by other 
large companies. We have developed 
them to some extent to suit the particular 
characteristics of the mining industry. We 
plan to develop them further, in par- 
ticular, in the direction of risk evaluation, 
and these are points on which Mr. 
Stevens can speak, but as far as die re- 
view of profit plans is concerned, I would 
say that this is pretty routine stuff as far 
as the procedures are concerned. The 
important thing is what use is made of 
the procedures from the point of view 
of management. 

Mr. Crouch. 

729. What I would like to know is to 
what extent is all the planning tactically 
and strategically centred round your 
head office and to what extent, if at 
all, is a contribution made by your large 
holding companies overseas or your 

other subsidiaries? (Sir Mark 

Turner .) It is re-duplicated in other 
subsidiary companies, but it is not shared 
with them. I think my colleagues would 
agree with me that at head office we 
have everything we need for our job. 
(Mr. Stevens.) The essence of this point 
is that the holding companies abroad 
have significant public shareholdings in 
the countries in which they are domiciled. 
Consequently, on the boards of those 
companies there are a large number of 
directors who are not R.T.Z. directors 
but who represent outside shareholders. 
It is therefore not in the interests of 
those outside shareholders that the future 
development of those companies should 
be totally and utterly dictated by the 
parent company in London. Therefore, 
the planning procedures and the plan- 
ning organisations of those companies 
are to a large extent autonomous. They 
generate their own ideas and undertake 
their own evaluation and optimisation 
procedures and review procedures. In 
many ways they axe quite independent 
of the R.T.Z. organisation in London, 
13 
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727. As far as I can see the operation 
of your corporate planning does not seem 
to differ from the type of corporate plan- 
ning used by other major organisations 
throughout the world. When you first 
adopted the system twelve years ago did 
you look at the similar systems adopted 
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Europe and, if so, can you say if your 
own plan differs in any marked respect 
from the generality of plans adopted by 

other similar organisations? 1 doubt 

if it does. (Mr. Elwes.) I must stress 
that I was not privy to what was going 
on at the time, but I think that we 
adopted a system of planning which had 
already been adopted by Unilevers and 
which had been installed by the gentle- 
man to whom Sir Mark referred. It was 
adopted in the light of differing needs — 
the needs of R.T.Z. as against the needs 
of Unilevers — and it was adopted on the 
basis of the then Treasurer’s view of what 
was required to operate controls in a 
group which was structured on very 
different lines from Unilevers, but the 
basic techniques employed were similar 
to those of Unilever and I think that our 
system is similar to those operated by 
other large organisations. 

728. Do you think that over the years 

you have developed some techniques of 
planning which you consider are better 
than some of the other techniques em- 
ployed elsewhere of which you have some 
knowledge? It is important to dis- 
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tinguish between the two main elements 
of our planning procedures, that is to 
say, the appraisal of capital expenditure 
for projects on the one hand and the 
review of profit plans which are sub- 
mitted by each operating subsidiary of 
the group on the other. I would say 
that as far as any proposal as to major 
capital expenditure is concerned we have 
techniques which are as highly sophis- 
ticated as any in use at present by other 
large companies. We have developed 
them to some extent to suit the particular 
characteristics of the mining industry. We 
plan to develop them further, in par- 
ticular, in the direction of risk evaluation, 
and these are points on which Mr. 
Stevens can speak, but as far as the re- 
view of profit plans is concerned, I would 
say that this is pretty routine stuff as far 
as the procedures are concerned. The 
important thing is what use is made of 
the procedures from the point of view 
of management. 

Mr. Crouch. 

729. What I would like to know is to 
what extent is all the planning tactically 
and strategically centred round your 
head office and to what extent, if at 
all, is a contribution made by your large 
holding companies overseas or your 
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Turner.) It is re-duplicated in other 
subsidiary companies, but it is not shared 
with them. I think my colleagues would 
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although in respect of substantial invest- 
ment ideas there is generally fairly close 
communication at staff and board level. 
Once these ideas are developed into 
propositions which look worthy of 
further consideration there will be a 
considerable amount of co-operation, but 
a lot of the ideas are generated by 
the holding companies abroad. 

730. Would you say that they are 
encouraged to show initiative in generat- 
ing those ideas which can be considered? 

Every encouragement is given to 

them because they are in many ways 
better informed about conditions within 
their own particular spheres of opera- 
tion than we can hope to be. We are 
dependent upon them for information 
about their local theatres of operation 
and they react to events much more 
quickly than we are able to. 

Mr. Dormand. 

731. There are schemes whereby 
senior civil servants exchange ideas with 
senior executives in larger businesses. 
Does the R.T.Z. Corporation partake of 

these schemes? (Sir Mark Turner.) 

No. 

732. Do you think it is a good idea 
and something worth thinking about? 
It is very much a question of per- 
sonal viewpoints. The difficulty here 
is that, having been a civil servant tem- 
porarily, I know that they are trained 
in an advisory capacity and in business 
you are in am executive world. You 
have the responsibility for decision- 
making and it is a very different field, 
and I think that the teaching of decision- 
making to people who 'have been doing 
staff jobs is very difficult. 

733. Does that mean that you con- 
demn the system? 1 do not condemn 

it, but you asked me if I thought it was 
a good thing as far as we were con- 
cerned. I only say that I think it has 
its shortcomings. 

Mr. Crouch. 

734. Can I take you back to what 
you were saying about corporate plan- 
ning? I remember that when some years 
ago Lord Roberts sat where you are 
sitting now as the head of the N.C.B. 
he said he found it difficult to make 
people in the civil service understand 
what he was talking about. He said 
that when he spoke of corporate plan- 


ning the civil servants he consulted did 
not understand what he was talking 
about. I wondered whether you thought 
it desirable, since your industry came 
near to government on occasions, to 

have an R.T.Z.-trained man there 1 )- 

I am not saying that if an approach were 
made to us along those lines we would 
turn it down flat. I am only saying 
that I am not sure how successful it 
would be. We find it very important in 
an organisation such as ours to see that 
planning is co-ordinated as between line 
work and staff work and there is an 
inter-relation between the two. We really 
think that this is vital in the general 
development of an organisation. 

Mr. Golding. 

735. I appreciate what you say, but 
in planning do you not call upon the 
advice of specialists who have not been 
involved in decision-making? You take 
advice from geologists and economists? 

Yes, but we do not on the whole 

go a great deal outside our own organisa- 
tion. We have our own in-house mining 
engineers, geologists and economists. 

736. They would not be executive 

directors? No. There is a distinc- 

tion between staff and line work. There 
is always in a senior staff job with a 
considerable organisation behind it a 
thread of line responsibility running 
through it and we do send abroad people 
who come from this particular area of 
our business to undertake negotiations 
for us which may commit people to 
large sums of money and actions in rela- 
tion to the acquisition of either interests 
in companies or exploration territories. 
They are learning all ithe time in associa- 
tion with our own people by doing jobs 
spread over two different spheres. (Mr. 
Elwes.) I agree with Sir Mark. The 
number of specialists giving advice at the 
centre is fairly limited. We make use of 
our Economics Department, which is 
small, primarily to obtain forecasts of 
the movement of metal prices since this 
is vital for the purposes of operating a 
long-term plan. Apart from that they 
assess the implications of government 
policy not only here but in all the coun- 
tries where we operate in the mining 
field with a view to obtaining some idea 
of how it will affect our business inter- 
ests. Other than that we have a limited 
range of technical advice. We have in- 
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house legal advice. We find it better to 
have lawyers sitting in the office who can 
play a part in negotiations so that when 
they are called upon to act as legal ad- 
visers they have the full background 
of the negotiations and are able to 
grasp the commercial implications of 
those negotiations straight away, but be- 
yond that we do not go for specialist ad- 
vice. We have an adviser on currencies, 
a subject which has become important 
of late. 

Chairman. 

737. You mentioned your crystal ball 
gazers who forecast the movement of 
metal prices. Do you have any equiva- 
lent people making social or political 

forecasts? (Sir Mark Turner.) No. 

These are issues to which we are extrem- 
ely sensitive. We have board directors 
who are responsible for looking after 
these matters, such as the control of pol- 
lution and race relations. It is very much 
a high-level job rather than a low-level 
job and it needs contact with opposite 
numbers in the more or less autonomous 
overseas corporations. As regards politi- 
cal forecasting, I take it you are referring 
to likely future developments politically 
in overseas territories. This is very much 
a matter of judgment. We do have peo- 
ple on our boards who have access to 
people in government departments and 
who can seek advice. We take the view 
that since we have to mine minerals 
where we find them and not where we 
want to find them we have to carry out 
a risk assessment in terms of pay-back 
time. The higher the risk the less the 
pay-back time ; the lower the risk the 
longer the pay-back time. 

738. In the case of these advisers or 
experts, if I may so describe them, are 
they people who tend to have a similar 
political philosophy or not? I am not 
interested in this matter from a political 
point of view, but from the point of 
view of how effective you are in your 
political forecasting. Let me elaborate 
on it further. I happen to be interested 
in Bougainville possibly because I was 
born an Australian. In that particular 
situation it would be very easy to come 
to very different conclusions depending 
on where your political point of depar- 
ture was. What I am trying to get at is 
whether or not you have people who 
394416 


start off automatically with the general 
attitude of people who run businesses 
like RTZ, or whether their approach is 

basically an academic one? To take 

the example of Bougainville, a period of 
ten years elapsed between the time we 
started developing the property and the 
■time the Australians went there on the 
basis of geological information and 
sunk the first boreholes. They did not 
know if it was a homogeneous ore body. 
Anthropologists were working there for 
the first three or four years and they 
spent a lot of time trying to understand 
the local environment and the ecological 
problems involved there. As you know, 
this was an area which, up until the time 
we arrived there, was largely missionary- 
run and it was a question of quot 
homines sententiae as far as the mission- 
aries were concerned. What we can say 
is that, whatever the outcome may be 
in relation to the independence of this 
territory, we have blown the trumpet of 
Mr. Frank Espie who was responsible 
for the whole thing in the first place 
and succeeded in creating a multi-racial 
society in that part of the world. 

739. I would like to tidy up the ques- 
tion of corporate planning. Can you 
say a little more about the broad strategic 
forecast? Who finally draws it up 
within your organisation? What sort of 
factors cause it to be varied and can 
it be affected by, for example, a shift 

in government policy? It is a difficult 

question to answer because strategy in 
a way falls into three parts. In the 
first place it is concerned with how to 
develop and where to develop what you 
have got. It is concerned with what 
your resources are and how you are 
going to use them and it is concerned 
also with tlie fact that you never live 
in a static world because you are always 
finding that your general broad plans 
are being disrupted by opportunistic 
situations which must be looked at very 
seriously. You must try to fit them 
into a global plan. I think it is true 
to say that our five-year plans are not 
really very valuable plans in so far as 
profit assessments and forecasts are con- 
cerned or in so far as cash flows are 
concerned, but they do give the general 
trend. I do not believe that in this field 
anybody can plan effectively in terms 
of things which can be relied upon. 

14 
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However, such plans give you the prob- 
able direction in which you will go. 
Once a year we have a series of con- 
ferences involving all our major sub- 
sidiary companies which generally take 
place in the different countries involved, 
and we have a final conference of the 
board on which representatives of ah our 
major overseas subsidiaries sit. We 
evolve a plan, largely on the basis of 
statistics provided by Mr. Stevens and 
his colleagues, and take decisions on 
what we are going to do. This decision 
is taken by three or four people. This 
is a very important question. May I 
ask Mr. Stevens to add to my answer? 
(Mr. Stevens.) Picking up some of the 
details underlying the question, I think 
we have made it clear in our memoran- 
dum that the data concerning outside 
factors which affect both the way in 
which we use our existing resources and 
the opportunities which exist to develop 
new resources is basically provided by 
the Economics Department with some 
reference being made to some of the 
more entrepreneurial sections of the cor- 
porate planning organisation which may 
suggest the consideration of subjects not 
otherwise considered by the Economics 
Department. This sort of activity goes 
on throughout the group, but in as much 
as we are a group, the London-based 
Economics Department is the key section 
in this respect. I think that is the only 
point I want to make. 

Mr. Dormand. 

740. Do you think there is such a 

thing as an entrepreneurial instinct? 

What you are doing is drawing upon 
the advice (of ; mineral engineers and 
economists and Sir Mark has said that 
at the end of the day three or four 
people make the decisions. Is there such 
a thing as an entrepreneurial instinct 

and, if so, what is it based on? (Sir 

Mark Turner.) First of all, yes, there 
is. Secondly, it is something you are 
born with. I am not talking of it in 
terms of making a quick buck on the 
stock exchange but in terms of the 
ability to see large scale strategic oppor- 
tunities and where they may lead to. 
I think that the great thing about our 
Chairman is that he has the extra- 
ordinary facility for long-range thinking 
and it is in that context that one goes 
for A rather than B and says, “ This 


is what we must do and concentrate our 
attention upon.” For example, we have 
large iron ore mines in Western 
Australia. Where is the steel industry 
in the world going to? You need to 
give a tremendous amount of thought to 
that and to problems like the relation. ’ 
ship between the movements of bulk 
commodities in bulk carriers. There is 
the question of the changing feedstocks 
for blast furnaces and tile difficult prob- 
lem of trying to dovetail your future 
plans into the future requirements of 
customers. I think our appetite is rot 
directed towards playing about with 
price /earnings ratios and buying shares 
at reduced value, but trying to fit the 
bits of the jig-saw into place in order 
to round off the situation and distin- 
guish between those projects which have 
long-range possibilities and those pro- 
jects which have a shorter life. 

Mr. Hall. 

741. I notice that in the penultimate 
paragraph erf your memorandum you 
refer to “ a required return in real terms 
after all taxes ”. In planning your long- 
term investment forecasts and taking 
into account the return you require, do 
you tend to complicate the calculation 
by bearing dn mind taxes? There may i 
be changes in government policy which 
can affeot the amount of tax you have 

to bear? (Mr. Stevens.) I do not 

think we complicate our evaluations of 
long-term projects. At times we tend to 
invalidate them. We do not endeavour 
in the ordinary way to build into our 
forecasts any possible views of what the j 
tax levels in various countries may be 
in future. We tend to accept them as 
they are at present, hut against that 
I would say that it would be highly 
unusual for us to oonsider investing in 
a project which was justified oriy 
because of the advantages that a partic- 
ular taxation system might give to us ! 
at that particular moment. Normally, 
a taxation system will tend to be re- 
garded as just another factor to be 
considered. It will be one of the factors 
in relation to the return available to 
shareholders. 

Chairman. 

742. One of the criticisms that is 
occasionally levelled against great multi- 
national organisations is that they make 
effective use in a taxation sense or 
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transfer prices. Let us take the oil com- 
panies as an example. There is the 
question of the price at which you 
invoice oil in terms of sending it to a 
refinery, perhaps in Australia, in deter- 
mining where the profit is going to 
within the multi-national group. Can 

you comment on that? (Sir Mark 

Turner.) First of ah, we are not a multi- 
national company. In a multi-national 
company the direction of operations 
wherever they may be stems from the 
centre. It does not stem from the centre 
with us and it will never be allowed to. 
The purpose of having overseas organ- 
isations which have public shareholding 
interests is to identify the people in the 
companies concerned with their own 
activities. Once you do that there can 
be no question of dealing in fake 
transfer prices because you will be dis- 
obeying the laws of the countries in 
which you are operating if you do that. 

743. Would you not agree that at the 

end of the day there is no part of the 
R.T.Z. empire in respect of which you 
have not got the whip hand? Enor- 

mous parts. I do not think people 
recognise what the power of resignation 
is. We could never put anything across 
the Australians which would lead to the 
resignation of the Australian directors 
on -the ground that they were not pre- 
pared to accept instructions from 
London. We could not do it and, 
furthermore, we would not dream of 
doing it. 

744. I take your point and I will go 
along with you to this extent, that 
obviously there are limits within which 
you have to operate whatever your 

theoretical overall control may be? 

There is a problem here and that is 
this, that you have a situation in which 
a subsidiary is producing a certain metal 
and another subsidiary is producing the 
same metal and they are both looking 
for markets. We will at times with the 
full knowledge of the authorities or 
governments concerned try to arrive at 
a co-ordinated plan, but this is the only 
area in which we do this. This is the 
subject of very justifiable criticism 
levelled against what I call the too 
multi-national companies. 

745. I hope you do not think I am 
taking an antagonistic attitude. I would 


like to refer to your penultimate answer. 

I think you rather assumed that there 
was an identity of interests between 
your people in, say, Australia and the 
Australian Government rather than 
between your people there and your 
people here. I am suggesting that in the 
majority of cases there would be a much 
closer identity of interests between your 
people there and your people here. 
Indeed, in one case the Australian 
directors, for reasons of self-preserva- 
tion, decided to advise you strongly 

to lay off a particular area? 1 do 

not think this is true. I do not think 
the world is moving in that direction. I 
think that people who accept positions 
of responsibility in large foreign-owned 
corporations today make it very clear 
in accepting their responsibilities that 
given a choice of activities and given a 
situation in which there is a conflict of 
interests, their loyalty to their countries 
comes first We accept that and because 
of that we are very sensitive in the way 
we deal with them. If we ever want to 
reach a decision in a particular area 
we will go there and make the decision. 

746. But, with respect, there are 
occasions when there are conflicts of 
interest and I for one am not saying 
that they should always be resolved in 
favour of, say, the Australian Govern- 
ment. However, if there is a conflict of 
interests particularly in the case of multi- 
national companies it bears further 
study. My next main question is this: 
do you engage in technological fore- 
casts? Can you tell us something about 
forecasting ore reserves and raw 
material forecasting in general? Does 
your group engage in manpower fore- 
casting? (Mr. Elwes.) Our Economics 

Department does operate quite sophi- 
sticated models of the markets and the 
producing industries for the major metals 
in which we invest, and they are able to 
project trends in supply and demand and 
estimate the price movements of these 
metals over a fairly long period, by 
which I mean a period of up to ten 
years, bearing in mind that the further 
ahead you go the less reliable the esti- 
mates will be. This is a very important 
part of our whole planning procedure 
because our five-year profit plan, which 
is the main instrument of long-term 
planning, depends on the acceptance by 
group companies of estimates of future 
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metal prices for future years against 
which they can estimate their profit- 
ability, cash flows and performance 
generally, so we attach great importance 
to this and we spend a lot of money on 
it. In the case of copper, which is our 
biggest single metal interest, we carry 
this model to the degree of sophistication 
where we are able to estimate pretty 
accurately what the range of productive 
capacity is and what the range of cost 
is in relation to the production of 
copper from any mine in the world, with 
a view to assessing the likely impact on 
the copper market in the future. We 
have to get an idea of where our mines 
rank in terms of production costs. This 
is important because one of the judg- 
ments which we bring to bear when 
assessing a new mining project is whether 
it could remain in competition in the 
event of copper prices falling below a 
certain level on the basis that the mines 
with higher production costs would be 
forced out of business first. Therefore, 
our first thought in bringing in a new 
mine is to ensure that the production 
costs are ideally in the lowest one-thud 
of the range of costs of competing 
operations throughout the world. As far 
as technological forecasting is concerned, 
we do not do this on any formal basis. 
We have in the past endeavoured to do 
this in respect of certain metals. We 
have been much concerned with the rate 
at which aluminium may .replace copper 
in certain fields. This is the sort of 
activity that you need to go into in very 
great depth to understand the techno- 
logies which may affect your overall 
judgment. My answer is that it is not 
likely to be vary valuable from the point 
of view of exercising one’s judgment, 
possibly because the time scale involved 
in technological changes affecting par- 
ticular metals is pretty long. They are 
not likely to lead to very significant 
changes in the market situation in the 
next two or three years and when you 
talk in terms of two or three years you 
are able to assess the situation in broad 
terms without doing a lot of techno- 
logical research. As far as manpower 
forecasting is concerned, the R.T.Z 
headquarters comprise a small unit and 
it can deal with its own manning re- 
quirements quite easily and simply. We 
have a personnel organisation which is 
well able to cope with our manning 


requirements In our projects through- 
out the world, where the vast majority of 
employees are, they are engaged at local 
management level. Each of the main 
operating companies, of which Sir Mark 
spoke earlier on, will formulate their 
own policies and follow their own pro 
cedures. I would not say that there was 
any great standardisation of procedures 


747. Would there be any advantage 
m having standardised procedures? 
— — 1 do not think so because con- 
ditions vary from one country to 
another. There is one aspect of man- 
power requirements which we do spend 
a lot of time on in London and it forms 
an important part of the responsibilities 
of the personnel organisation in London. 
I am referring to the development of 
management. One of the areas which we 
regard as the key area of control is the 
appointment of senior individuals, and 
we try to follow a group policy on 
management development which allows 
for the possibility of middle management 
being seconded from one part of the 
organisation to another. We also try to 
identify opportunities for moving people 
between line management appointments 
and staff appointments. 


748. How extensive is this process? 
For instance, can you get somebody from 
Australia to do a longish stint in the 

United Kingdom?. Mr. Stevens 

currently has on his staff three people 
from Australia. 


749. For how long will they be stay- 
ing? (Mr. Stevens.) For about two 

and a half years. 

750. They are very much seconded 
jobs? — —Yes. These things are variable, 
We have a continuous system whereby 
members of the Australian organisation 
come to work in the Project Evaluation 
Department in London. We also have a 
continuous system of transfers, rather 
than secondments from the organisation 
in London, out to the holding companies 
abroad. The transfers tend to move in 
the other direction. 

751. What is tire total strength of your 

Australian subsidiaries? You mentioned 
the companies which, came within the 
Australian complex. What is the approxi- 
mate number of personnel? (Sir Mark 

Turner .) I should say there are about 
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10,000 in Australia together with a 
control staff numbering about 100. 

752. Can you enlarge on the appro- 
priate time horizon for investment deci- 
sions? Is five to ten years really long 

enough? (Mr. Stevens .) I think this 

depends very much on the nature of the 
investment under consideration. Typi- 
cally, in the mining industry we consider 
a twenty-five-year time horizon when 
undertaking a new project. We have 
undertaken projects with considerably 
longer time horizons. 

753. You mean in terms of the « ex- 
haustion of the mine or in terms of 

planning? In terms of planning. We 

have never considered a mining project 
solely on the basis of the time taken 
to exhaust its reserves. We have some 
longer projects with time horizons, a 
good example being the hydro-electric 
project in Labrador. We are talking of 
new projects, and the economics of the 
projects as a whole will be looked at 
over the time horizon. In terms of plan- 
ning in a tactical sense for the future of 
the group as to the use of its existing 
resources and what the group will be 
doing in five years’ time, five years is 
about as far as people can reasonably 
expect to forecast. In some cases in the 
case of the major subsidiaries we try to 
extend it to ten years — -where, for 
example, in a mining operation it is 
reasonable to expect that the basic para- 
meters affecting the operation will remain 
constant or it is reasonable to foresee 
any changes in the parameters. 

754. It is something of a rarity in your 
field of operations to be pretty certain 

of the future? In terms of the output 

of a particular mine and the operating 
characteristics of the mine, I do not think 
that is so. 

755. I was not particularly thinking of 

that? Provided we can have some 

form of confidence in the cost structure 
of a particular mine compared with the 
cost structure of other mines we can 
attach some weight to market forecasts, 
but once we get down to detailed charac- 
teristics such as taxation our forecasts 
begin to become slightly invalid. 

756. My next question is: can you 
enlarge on the company’s treatment of 
risk and uncertainty in investment plan- 
ning, possiby by quoting an example? 


*7 Typically, we have found in the past 
that the risks attaching to particular pro- 
jects are best evaluated by explicit state- 
ments of what may happen and what 
effect on the project such and such an 
event may have. This is a straightfor- 
ward sensitivity analysis and it is at this 
level that senior management judgment 
is vital in determining what the significant 
risks are and what the range of variables 
is. We have over a number of years been 
endeavouring to incorporate into our 
evaluation of new projects some of the 
more sophisticated, quantitative methods 
of assessing risks which have been written 
up in learned management journals and 
which have been applied in some cases 
in America. We are undertaking con- 
siderable research into these techniques 
at the moment. I cannot say that we 
are satisfied that we know how they 
can be applied in our form of business 
as yet. One of the main factors is that 
we think the theories themselves are 
not properly developed and we are see- 
ing if we can do that at the moment, 
but, typically, in our business when we 
are dealing with, certain identifiable pro- 
jects operating in a specific environment 
we find it better to look at the particular 
variables concerned and try to evaluate 
the range of values which .those variables 
may take over a given period of time. 

757. It is of a concrete rather than 

an abstract nature? If we are con- 

sidering a new copper mine, in de- 
termining the likely impact on the group 
and the return which that copper mine 
will produce, we will consider the range 
of prices of copper, for example. The 
management will exercise its judgment 
on the advice of the Economics Depart- 
ment as to the likely limits of that range 
of copper prices both at the present 
moment and at a future time. We would 
similarly consider the rate at which 
operating costs might inflate. When deal- 
ing with unknown or uncertain factors 
concerning the mature of the ore body we 
will consider a range of values for the 
amount of copper in the ground and 
the cost of extracting it. These will be 
figures on which the geologists will pro- 
vide advice. 

758. You mentioned earlier the con- 
cept of sensitivity analysis. I take it that 
what you have been saying is concerned 
with sensitivity analyses of one sort "or 
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another? Yes. We will test the effects 

of a project in terms of our on-going 
profit plans. We will also test the effects 
of given changes in the values of key 
variables on that project or the group 
as a whole. 

759. The reason I am asking these 
questions is that one of our colleagues, 
who unhappily is not present this after- 
noon, Mr. Tugendhat, has recently 
written an interesting book on the sub- 
ject of multi-national organisations. It 
is a very good book in my view. An 
example is given concerning an anony- 
mous company where a series of ques- 
tions is asked and so many marks out 
of ten are given in terms of the types 
of answers given. This apparently, says 
Mr. Tugendhat, is one of the ways in 
which at least one of the multi-national 
organisations decides whether or not it 
will go one way as opposed to another. 
I wondered whether this type of analysis 
had yet commended itself to you, or are 

we talking of much the same thing? 

It is one of the techniques of the quanti- 
tative analysis of risk. Some of the 
business school journals deal with more 
statistical methods of dealing with risks 
where the range of variables can be 
very precisely determined on a statistical 
basis. Therefore, we can look at the 
matter more precisely in terms of our 
business. The further one moves away 
from a genuinely statistical treatment to 
a check list of answers the more one 
is likely to impinge on areas where 
judgments have to he made. 

760. They are value judgments. How 

much weight you attach to factor X as 
opposed to factor Y is a matter of 
judgment? Yes. 

Mr. Dormand. 

761. I have gained the impression from 
what Mr. Stevens has said that the 
factors related to risk and uncertainty 
in investment planning, although rudi- 
mentary, present considerable difficulties. 
He has referred twice to learned business 
journals. How far do the witnesses 
think that there is something to be 
learned from other people’s experience 
in these matters? For instance, it may 
be desirable for companies like R.T.Z. 
to take part in school seminars or courses 
not only in this country but in other 
countries. Something possibly could be 
undertaken at Harvard or at other insti- 


tutes. Do the witnesses think this has 
anything to offer, particularly as in some 
schools the research carried out is 
very much related to practical situa- 
tions rather than academic ones? 

(Mr. Elwes.) On the last point you have 
made, dt ds fair to say that we have a 
number of scholarships for business 
school attendance. A lot of our people 
are recruited from business schools. We 
attend seminars and exchange views on 
a continuous basis with business schools 
Some of our staff have lectured at bush 
ness schools. As far as exchanging ex- 
periences is concerned this is difficult to 
achieve. It is difficult to obtain a use- 
ful exchange of experiences because if 
one makes an anlysis of business deci- 
sions one may discover faults in methods 
of analysis or particular judgments which 
■have been exercised. Companies under- 
standably would not be very communica- 
tive on that sort of subject. If I n^y 
move on to one or two aspects of risk 
analysis, if one is going to have a range 
of probable values for the most signifi- 
cant variables in assessing a particular 
project and if one is going to consider the 
range of values within which cost esti- 
mates may move, one must consult the 
engineers responsible for the estimates. 
They will give you a band of values and 
give you .their judgment of the most pro- 
bable values, but one must accept that 
the engineers concerned will recognise 
that their professional reputation may be 
at stake and they will probably load the 
figures. 

Chairman. 

762. On the side of caution? Yes. 

If this is done throughout the range of 
variables in respect of a large and com- 
plex proj.eot the resultant answer may be 
so conservative that it will not fly. One 
of the great difficulties in evaluating a 
major project is the question of the 
extent to which contingencies built into 
the figures at various levels are reason- 
able and the extent to which they may 
have been double counted. Therefore, in 
order to carry out an effective risk analy- 
sis one has to be able to carry out an 
inventory of assessments made princi- 
pally in technical areas, and one has to 
produce engineers who know as much 
about the particular project as those who 
may have been working on it for a num- 
ber of years and who may have it very 
deeply embedded in their systems. There 
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is the further problem that to the extent 
you adopt a mathematically sophisticated 
treatment of risk analysis — and Mr. 
Stevens has said that in his view mathe- 
matical treatments of this kind are still 
very much at the development stage — 
you will have the problem of presentation 
of the risks. At die end of the day what 
your analytical staff has to do is to 
prepare its conclusions on a project duly 
processed for management decision. This 
has to be served up' in a form which can 
be easily assimilated by busy people who 
cannot give an indefinite amount of time 
to any single project. We will find this 
a problem when we come to adopt more 
sophisticated mathematical methods than 
we now use. There is already a problem 
in presentation to some extent and it will 
become worse later on. (Sir Mark 
Turner .) When Mr. Stevens talked about 
a project involving a major mine, that 
would be, in terms of his paper, one of 
our strategic decisions. However, the 
judgment that is ultimately exercised is 
not purely our judgment because we have 
to finance the project. We can never get 
the finance without an independent as- 
sessment being carried out by some out- 
side body or group. You will never get 
a bank to finance the sort of sums we 
are talking about here without consulting 
outside analysts — for example, Bechtel. 
They will look at our figures and ulti- 
mately what the bank will say is, “We 
believe in the values you have given here 
and we believe 'that copper prices will not 
fall below such and such. We think that 
the contracts you have with these people 
are good contracts.” There is, in a 
sense, a safety net below you which I 
think is important. (Mr. Elwes.) This 
is absolutely vital because it is impor- 
tant to stress that a major new project 
will be financed on its own inherent 
security rather than the security of the 
promoting company or group, and the 
banks have to be doubly sure that the 
thing is financially viable. 

763. Wbait percentage of your invest- 
ment is self -financed and what percentage 

is financed from outside resources? 

(Sir Mark Turner.) If you take the 
group’s interest in Bougainville, which 
cost roughly 400m. dollars, the group’s 
participation was about 75m. dollars. 

764. And the rest came mainly from 

the Australian public? 325m. dollars 


was Put up by banks the Australian 
public and by Japanese sources. 

Mr. Stoddart. 

765. When you talk of “ risk ” what 
do you mean? Everybody seems to be 
saying at the moment that we will soon 
exhaust the raw materials we have. When 
you talk of financial risk, in what terms 
are you speaking? If we are to believe 
what we are told about the exhaustion 
of mineral deposits you will be able to 
sell your products readily and at ever- 

increasing prices? That is not really 

true. If you go back to the immediate 
post-war years, a report was produced 
in America which foretold enormous 
shortages of raw materials. The prices 
at which raw materials were selling at 
that time as a result of that report were 
higher than they were for the following 
ten years. If people had based their 
views on that they would have lost a 
packet. One has to be more realistic 
about it and when one talks of shortages 
of raw materials one has to bear in 
mind that there is an infinite amount of 
raw materials which at the present time 
cannot be mined because it is not profit- 
able to do so, but when prices rise those 
raw materials can and will be mined. 
We will not run out of them. There is 
a lot of copper in the soil and currently 
it is economic to mine deposits down to 
about 0-3 per cent, copper. Your 
estimate of the demand is in relation 
to the potential supply. 

766. You are saying that you do not 
believe there will be an exhaustion of 

supplies? No, but we are dealing 

with finite ore bodies and we are still 
within a 'time scale which does not in- 
volve acute shortages. That is our view 
at present There is always the risk 
that your ore body -may not be con- 
sistent and the price system may not 
be what you think it should be. In 
addition, substitutes may be introduced. 
If you had the money to hold on to 
lots of ore bodies for a hundred years 
you would be all right, but nobody 
could carry that cost in relation to un- 
productive ore 'bodies for that period of 
time. 

Mr. Dormand. 

767. If I may say so, I think Sir Mark 
used a phrase which was inappropriate 
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when he spoke of the reliance the com- 
pany placed on the look which the bank 
had at the figures for the purposes of 
providing finance. Sir Mark used the 
phrase “ safety net I took that to 
mean that you would be pretty safe 

whatever you did? 1 was talking 

about the fact that our estimates were 
checked, before they went to the bank, 
by Bechtel. They are consulting 
engineers. They will put the project and 
estimates through many kinds of 
analysis and banks will not finance on 
the security of a project itself without 
seeking independent advice from some- 
body with a world-wide reputation who 
could not afford to give anything other 
than an honest opinion of the project. 
This is a check, not a subsequent 
development. 

Chairman. 

768. In your use of discounted cash 
flow methods do you work in constant 
price terms as (the Treasury does or do 
you take explicit account of inflation? 

(Mr. Stevens.) Absolutely explicit 

account of inflation, and we study as 
carefully as we can, and differentiate 
>etween the inflation of metal prices and 
he escalation of operating costs and 
scalatdon of capital costs, including other 

items, and our discount rate reflects that. 

Mr. Stoddart. 

769. You forecast inflation? We 

have to make an estimate of what it 
may be. 

770. You do not think that that con- 
tributes towards inflation? 1 do not 

think so in any way. 

Chairman. 

771. Following on from that, in the 
penultimate paragraph of your memo- 


landum at says that “.the fundamental 
discounted cash flow, criterion which tS 
Group aims to meet is based on a 
an real terms after all taxes to the 
holders of R.T.Z.” Does tMs mea^i 
it uses a discount rate for the ™»! 
a whole? If so, would you be tuL* 
to say what that rate was?-— .fe 
use a discount rate for the group as 1 
whole which reflects the cost of rank] 
to the shareholders of R.T.Z. TheS 
of capital we use is determined effective], 
by the rate of return which ordinary 
shareholders m the United Kingdom 
stock market can obtain over a reason 
able period of time by making anv 
investment. It is basically the oppor 
(unity cost of their capital. As a result 
of considerable research this has been 
shown to be about 7 per cent in real 
terms after taxes, including personal 
taxes. There is a lot of published evi- 
dence on this. 


772. Over what sort of period? 

This has been shown to be obtainable 
over any ten-year period since 1919 with 
the exception of the war years. 

773. This concerns the generality of 
shares and not those solely in the mining 

sector? No ; this is taken over the 

Stock Exchange index as a whole. This 
rate of return, which is required to give 
shareholders of R.T.Z something which 
makes R.T.Z. an attractive investment 
after all taxes, is grossed up by the com- 
pany so that it provides a return of 
10 per cent, net of corporation tax. 

Chairman .] If there are no more ques- 
tions, we thank you all for a most 
interesting one and a half hours. We 
hope to see you again in future. 
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SELECT COMMITTEE ON NATIONALISED INDUSTRIES 
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Procedure for Decisions on Major Capital Investment 
Introduction 

1. Nearly all expenditure undertaken by the North of Scotland Hydro-Electric 
Board (in common with other Electricity Boards) is unavoidable in the sense that 
it is required to enable the Board to carry out its statutory duty of supplying 
electricity to the public within certain legally defined limits of voltage and frequency. 
The security of supply must also be up to standards which though not legally defined 
are in line with those judged to be satisfactory in the U.K. Similar standards apply 
in most developed countries. There is thus little scope for choice in deciding whether 
or not to invest in capital projects, but the optimisation of such investment requires 
detailed study. 

2. The North of Scotland power system has certain features which distinguish it 
from, others in the U.K. The Board’s territory, extending to some 25 per cent, of 
the whole land area of Great Britain and including some 100 inhabited islands, 
is thinly populated apart from the Dundee and Aberdeen regions and some of the 
East Coast. The transmission and distribution systems are therefore disproportion- 
ately extensive with long distances between generating stations and loads. The only 
indigenous energy resource is hydro-electric power and apart from pumped storage 
there are no further hydro projects which could be developed economically at 
present-day interest rates. The discovery of off-shore oil and gas may radically 
alter the position in the future. 

3. There are two main, factors involved in decisions on major capital investment 
(a) the technical (usually engineering) assessment and (6) the economic appraisal 
The underlying principle of all economic investment appraisal undertaken by the 
Board is the discounted cash flow method. The application of this method requires 
estimates of expenditure and/or savings to be made for a considerable period ahead 
and this involves forecasts of the use and performance of the investment over a 
number of years. The minimum discount rate currently used for all appraisals 
is 10 per cent., as specified by the Treasury, but where expenditure is optional and/or 
the savings or performance are more speculative a higher rate of return is required. 
Various formulae have been devised for specific types of appraisal, all of them based 
on discounted cash flow techniques. 

4. The exercise of judgment is inherent in most major investment decisions, 
ludgment, for example, is required in arriving at forecasts of future load, revenue, 
performance of plant and equipment and movement of costs. Where there are 
risks of significant departures from forecasts, it is necessary to study the effect of 
these to give them appropriate weight in the final decision. 
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Scale and Composition of Investments 

5. The following table lists the Board’s expenditure on fixed assets for 1971-72 
and estimates for the three succeeding years in f million : 


Generation ... 
Transmission ... 
Distribution . . . 
Other 

Total ... 


Actual 


Forecast 


1971-72 

1972-73 

1973-74 

1974-75 

5-9 

6-2 

13-8 

24-6 

2-6 

4-7 

2-6 

1-5 

5-5 

5-9 

8-5 

7-3 

0-7 

0*6 

1-1 

0-9 

— 

— 

. 

___ 

14-7 

17-4 

26-0 

34-3 

— 

— 

— 

— 


6 Under the arrangements for joint planning and operation of generating plant, 
the South of Scotland Electricity Board are making the mam capital investment 
on generation on behalf of both Boards for the earlier years when the Hydro Board’s 
expenditure is comparatively low. The increases in later years arise from, the 
beginning of work on a large oil fired station at Peterhead for joint use. 

The main categories of major investments are considered individually below. 


Generation Projects 
Interconnected System 

7. The Generation and Transmission systems of the North of Scotland Hydro- 
Electric Board (other than on the outer islands) and the South of Scotland Elec- 
tricity Board are fully interconnected and are operated so as to provide power for 
the whole of Scotland in the most economic manner. Similarly, the planning of 
future mainland generation extensions in Scotland is undertaken jointly by the two 
Scottish Boards and projects are selected so as to meet the total requirements of the 
two Boards, taking account of the need to maintain an acceptable balance of plant 
and demand throughout the system. This work is co-ordinated by a Joint Planning 
Committee consisting of senior Engineering staff of both Boards and all main 
system, generation projects axe analysed and assessed by this Committee before 
recommendations are made to both Boards. Comprehensive Reports of the studies 
are provided to support recommendations. 

8. Because of the time taken to plan and construct new generation stations, 
decisions have to be made on the basis of system demands forecast some 7 or 8 
years in advance. These forecasts of the total Scottish demand expected under 
average cold spell conditions are updated annually and are extended to cover a 
period of 20 years ahead for the purpose of long range planning studies. Average 
cold spell conditions represent the severity of weather likely to be reached at least 
once in each of 50 years out of every hundred. From these forecasts it is established 
how much additional plant is likely to be required from year to year to meet the load 
with a satisfactory margin of capacity to allow for breakdowns, colder than average 
weather and errors in forecasting. Currently this margin is. estimated to be 20 per 
cent. In addition, only part of the output capacity of new plant is taken into account 
in its first year of operation. 

9. Interconnection with England and Wales allows the largest established type of 
plant to be installed on the Scottish system and in this way full benefit can be 
obtained from the economies of scale. 

10. Consideration of forecast demand and the current plant construction pro- 
gramme establishes the date by which construction of a new station will have to be 
started and studies of future power flows over the transmission system established 
in general terms where the new plant should be sited to maintain security and 
minimise expenditure on transmission. 

11. Coastal sites for major generation projects of nuclear and oil or gas fired 
plant are available within reasonable distance of all load centres in Scotland. 
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There are several good sites for pumped storage plants and some of these are near 
major load centres. The cost of transporting coal makes coal-fired plant unsuitable 
for consideration, except when adjacent to the main coalfields in the central indus- 
trial belt and, for the present at least, the output of all economic pits appears to 
be fully committed in meeting the demands of existing stations. Sites for oil-fired 
plant require to be within reach of safe anchorages with unloading facilities for 
large oil tankers, and on the East coast where most of the Hydro Board's load 
arises there are only few suitable sites available. Natural gas can, however, be 
delivered economincally by pipeline to sites at considerable distance from its source. 
Consideration of fuel supply does not affect the siting of nuclear stations but sites 
for these have to conform to stringent safety requirements. Developments in 
the North Sea suggest that the Hydro Board may be uniquely well placed to 
utilise natural gas, particularly where the gas is unsuitable for use in the national 
grid, if supplies can be provided in adequate quantities and at economic prices. 


12. When a new plant is introduced to the system, running of the existing plants 
is affected. The usual practice in Scotland is to run thermal plant in merit order, 
i.e. the plant with the lowest running costs is fully loaded before the plant with 
higher running costs is brought into service. Conventional hydro plant is run, taking 
account of the availability of water stored in reservoirs, so as to maximise the even 
running of thermal plants. The appraisal of new generation projects cannot there- 
fore be undertaken without including the effects on the existing system of the alterna- 
tive types of new plant, both in the short and long term. 

13. The first stage in a study to select the type of plant for a new station con- 
sists in making up a series of planting programmes, each starting with one of the 
alternative projects on which a decision is to be made. Assumptions are made as 
to the subsequent possible stations in various permutations to give a range of plant- 
ing programmes with different mixes of types of fuel extending over a period of 
about 10 years from commissioning the project in question. 


14. The total running costs of the system are then calculated for about 10 years 
ahead with each possible planting programme and with the associated capital costs 
of new plant taken into account. These costs are based on economic lives of 30 
years for conventional steam plant and 20 years for nuclear. (The capital costs of 
the existing plant are excluded as these are not affected by new investment.) 


15. For this purpose, computer programmes have been developed which simulate 
operation of the system and calculate the cost of meeting system requirements each 
year. These costs are then discounted to a reference date and cumulated, and the 
planting programmes which show the mi nim um present worth are selected for 
more detailed study. It is usually possible at this stage to reduce to two or three 
the number of options for the project under immediate consideration. More 
detailed studies are then carried out and the effects of variations in such factors 
as the availability of the plant and the costs of fuel are assessed to determine 
whether they change the order of economic preference. 


16 In parallel with these calculations the operational characteristics of the new 
plant are studied to ensure that the type of plant being proposed is capable of 
meeting the demands likely to be made on it. Security considerations are also taken 
into account. The capital cost of connecting the station into the system is included 
together with transmission losses where significant. 


17 The analysis of pumped storage projects follows a similar pattern to that of 
steam plant but their operational characteristics require special treatment in the 
system studies. A given site usually can be developed in a variety of ways and the 
optimum has to be determined. 


18. Specific sites are selected from a preliminary short list as soon as it becomes 
clear that a station is likely to be required within a specific area and planning 
consents are sought immediately a firm decision has been taken on a particular 
project. This procedure is not ideal in that there can be considerate delays amang 
from objections to selected sites and it is considered that it would be beneficial 


Printed image digitised by the University of Southampton Library Digitisation Unit 


226 


MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


28 March, 1973.] 


[Continued. 


if sites could be earmarked and permission obtained for their use before specific 
projects were confirmed. 

19. When inviting offers for a generating project prospective suppliers are given 
guidance on the economic criteria to be applied in tender assessment and rules 
are also set out for assessing whether optional investment on, say, increased perform- 
ance or output is worthwhile. These rules ensure that the return required on 
optional investment is not less than 10 per cent. 

20. New investments at existing stations are required to produce a return of at 
least 15 per cent, the amount depending on the estimating risks. 

Main Island Groups 

21. Most of the larger inhabited islands off the cost of Scotland have electricity 
supplies. The Orkney and Shetland Islands and the Outer Hebrides are supplied 
from central diesel power stations on the main islands with smaller local islands 
connected by submarine cable. Most of the inshore islands are connected to the 
mainland system by submarine cable. In certain cases local generation is provided 
as standby to submarine cables. 

22. Independent diesel generation is found to be more advantageous for these 
relatively small supplies for the Northern and Western Isles as usually the high 
capital cost of transmission connection to the mainland by submarine cable greatly 
exceeds the marginally more favourable mainland unit generating cost. This is 
particularly the case now that most of the diesel plant is operated on heavy 
residual fuel which is considerably cheaper than marine diesel oil. The thermal 
efficiency of large diesel plant is also quite high. 

23. In considering how best to bring electricity to islands within a group not yet 
connected to the central diesel station, the alternatives of local generation and con- 
nection by submarine cable are compared by discounted cash flow methods similar 
to those described above. In general, it is found that submarine cable connection 
to the central diesel station is more economic than small local stations. Security 
of supply has, however, to be taken into account. Since bad weather may delay 
for some weeks repairs to a submarine cable or a fault in deep water may require 
the laying of a replacement cable, it is necessary to have either duplicate cables 
or permanent standby generation. Whichever arrangement is more economic is 
normally adopted for the larger island loads. For the smaller islands, transportable 
plant has been purchased to enable supplies to be restored on the occurrence of a 
cable fault. 

24. From time to time, studies of the economics of alternative types of generating 
plant for the main island stations are undertaken, including the substitution of 
industrial gas turbines. So far, diesel plant has always proved to be the most 
economic and, since operational experience has been good, there is at present little 
incentive to adopt another type of prime mover. In the longer term, however, 
load growth may be sufficient to make it economic to provide other forms of 
generation and the availability of cheap natural gas would, of course, alter the 
situation. 

25. All diesel power stations and extensions are planned and subjected to 
economic appraisal by the Chief Engineer’s department at the Board’s Head Office. 
The results of such studies are embodied in reports which set out the technical and 
economic reasons for recommendations made. 

Transmission 

26. As indicated in paragraph 7, the effects on the Transmission system of 
siting power stations is taken into account in the selection of generating projects. 
The costs of the bulk transfer of supplies from one region to another may include 
not only losses which occur when electricity is transported over a distance but 
also the costs of additional transmission capacity. 
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27. Additional Transmission investment is incurred only when unavoidable. 
On the basis of long term load forecasts an outline plan is prepared for development 
of the system over several years ahead. Approximate dates are determined for 
extensions and reinforcements and engineering studies are undertaken to refine 
outline designs as the time for starting each project approaches. The timing of 
extensions or reinforcements is generally determined by the need to maintain 
supplies with a standard of security judged by the ability of the system to meet a 
number of criteria which are generally similar to those adopted elsewhere in the 
United Kingdom. 

28. The long distances between major generating sources and load centres impose 
disproportionate technical restrictions on operation of the transmission system 
and also make reinforcement relatively more expensive than elsewhere in the 
U.K. To offset this, however, the flexible operating characteristics of hydro 
plant are used to make it possible to defer major transmission reinforcements 
which would otherwise be necessary ; for example, at times of low load when 
hydro plant is not normally run, imports into the north-west, which may load the 
transmission system to full capacity, can be reduced to a safe level on the 
occurrence of a fault by bringing the hydro plant quickly into service. 

29. Other unusual operating procedures, such as the parallel operation of the 
distribution and transmission networks are sometimes adopted to defer expenditure 
on transmission reinforcement. Where advantageous, devices such as automatic 
changeover to alternative supply and automatic reclosure of circuit breakers after 
fault clearance are used to minimise supply restoration times. 

30. Because of the interaction of change in one part of the transmission system 
on the operation and loading of other parts, it is usually necessary to forecast 
sequences of reinforcement each covering periods of 5 to 8 years or more. 
Alternative sequences are developed at the design stage, some of which may provide 
for future growth by construction of lines for a higher voltage than is required 
for initial operation. These alternatives are assessed for technical quality making 
extensive use of computer techniques and are compared economically by discounted 
cash flow methods at 10 per cent, test discount rate. 

31. In addition to the main transmission required for bulk transfer of energy, 
subsidiary transmission capacity is needed to provide bulk supplies to the distribution 
system. The siting of these bulk supply points is chosen so that the combined cost 
of distribution and transmission reinforcement is kept to a minimum over a 
period of years. At a particular substation the choice of one of the standard size 
transformers is influenced by the rate of load growth expected and the possibility 
of utilising the transformer elsewhere on the system when it becomes overloaded 
at its first site. 

31. Economic studies determine whether it is preferable to purchase a larger 
transformer with lower load-related losses in the early years and at a lower cost 
per unit of capacity or to select a smaller size at lower total capital cost but 
which will reach full load sooner and be transferred elsewhere. 

32. In inviting tenders for transformers prospective suppliers are provided with 
economic guidance to enable them to offer designs which meet the Board’s 
specification in the most economic fashion, with a return of at least 10 per cent, 
on optional capital. 

33. In choosing routes for transmission lines, amenity is given considerable weight 
to the extent that some additional expenditure may be incurred on this account. 
The emphasis is on attention to detail in selecting the most acceptable line route 
and siting for substations within a broad band of possibilities of approximately 
equal cost. Objections may, however, result in additional expenditure on route 
alterations or underground cabling and if the objections lead to the holding of a 
Public Inquiry this can cause considerable delays with attendant increases in costs 
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and reduction of security. Simplification, and acceleration of the Inquiry procedure 
would benefit both expenditure and security. 

34. The planning of all transmission developments is carried out within the 
Chief Engineer’s Department at Head Office and all proposals for reinforcement 
are supported by reports setting out the technical and economic case for the 
recommendation. 


Distribution 

35. Capital expenditure on the distribution system is incurred to meet the 
requirements of new consumers and to maintain supplies to existing consumers 
within the legal limits set down for voltage and the security standards adopted by 
the Board. There are three categories of expenditure : (a) economic, ( b ) uneconomic 
rural, and (c) reinforcement of existing supplies. 

36. Most new supplies to consumers within or close to established distribution 
systems (for example a new housing estate) are inherently economic. In appropriate 
cases, and particularly in rural areas, the consumer is required to make a capital con- 
tribution towards the cost of extending the network sufficient to make the new supply 
economic. Alternative methods of providing supplies to new consumers are subjected 
to economic comparison, using guidelines which ensure that there is a return of at 
least 10 per cent, on optional capital. 

37. Uneconomic rural distribution is undertaken each year up to a budget figure 
set by the Board. With 98 per cent, of all premises connected only a few thousand 
potential consumers remain without access to a supply of electricity. These are 
nearly all in scattered communities in remote districts or on islands and hence the 
cost of connection is very high. At the same time, the potential revenue is small so 
there is likely to be a heavy loss both on capital and running costs. Supplies to the 
smaller islands are usually particularly uneconomic as they involve the provision 
of expensive submarine cables. 

38. System reinforcement is required when growth in demand appears likely 
either to overload existing plant or produce supplies outwith the legal limits. Before 
undertaking any investment, alternative ways of alleviating these problems are inves- 
tigated such as transfer of consumers from a heavily loaded to a more adjacent part 
of the system. When the need for reinforcement is established technically acceptable 
schemes are prepared and costed, using discounted cash flow methods to determine 
the most economic. A minimum return of 10 per cent, on optional capital is 
required. 

39. Distribution schemes are generally originated by the engineering departments 
at the Board’s Area Distribution Offices, but all major expenditure is subject to 
scrutiny by the Chief Engineer’s Department. 


Property and Showrooms 

40. In general, economic assessments are not carried out on new optional 
buildings, such as control rooms, stores and offices. Decisions are essentially based 
on judgment of the needs of the case, taking into account technical and operational 
requirements and the provision of reasonable standards of office accommodation. 
Where some degree of option exists, such as rationalisation and improvement of 
buildings, the benefits as far as they can be quantified are set against the expenditure 
involved. The general policy is to provide functional buildings using modern 
building techniques wherever possible to minimise costs, and architectural advice on 
overall treatment is usually sought to ensure the proper regard to local amenity. 

41. Investment in showroom buildings and facilities is regarded as optional. 
Proposals for additional expenditure are required to show a return over the first 
five years of at least 15 per cent, on the investment. 
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Approvals and Authorisations 
Generation and Transmission 

42 Proposed projects and contracts over £50,000 in value are submitted to the 
Board for approval in principle or for authorisation respectively. Below this value 
there are procedures for delegation covering both approval in principle and contract 
authorisation. As previously outlined, additions to generation on the Scottish inter 
connected system are recommended to the Board by the Joint Planning Committee 
of the Scottish Boards while m the case of generation extensions on the islands and 
all transmission works recommendations are made by the Chief Engineer. 


Distribution 

43. Because distribution expenditure in any one year is made up by a larue 

number of relatively small schemes, an overall budget is submitted to the Board for 
approval each year. A breakdown is given in the budget of the principal categories 
of expenditure and the major schemes involved. Individual contracts are aimroved 
as for generation and transmission. * 

44. Within the programme individual schemes over £5,000 are submitted as they 
arise by Area Managers to the Chief Engineer. Those up to £50,000 are scrutinised 
for compliance with the guidance on economic appraisal provided to Area Offices 
When the investment exceeds £50,000 a separate assessment of the project is made 
by the Chief Engineer’s Department before approval is given. 


Property 

45. Any expenditure on operational property over £10,000 and all expenditure on 
showrooms is authorised by the Board. 


Capital Investment Reviews 

46. - Estimates of capital expenditure are submitted each year for Board approval 
for the following six years. These are submitted to the Scottish Development 
Department for onward transmission to the Treasury. The programme and principal 
items of capital expenditure included in these estimates are discussed with Develop- 
ment Department and Treasury officials. When the Government overall review of 
capital expenditure is completed, the Secretary of State for Scotland gives approval 
to the capital expenditure included in the first year of the estimates and provisional 
approval for the second year, subject to commitment of expenditure being limited 
to 90 per cent, until the next annual review. 

27th February, 1973. 


Examination of Witnesses 


The Rt. Hon. Thomas Fraser, Chairman, Mr. K. R. Vernon, Deputy Chairman 
and General Manager, and Mr. I. A. Gordon, Chief Financial Officer, North 
of Scotland Hydro-Electric Board, called in and examined. 


Chairman. 

774. May I on behalf of my fellow 
Members of the Sub-Committee, and 
certainly in personal terms, extend a 
welcome to you? It is nice to see you 

back? (Mr. Fraser.) Thank you very 

much. Speaking for myself, it is a 
pleasure to be back for the first time in 


quite a different capacity from that 
which I occupied when I used to be 
about these corridors before. 

775. You were kind enough to submit 
a memorandum and we also had one 
for the sake of general information from 
your colleagues in the South of Scotland 
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Electricity Board.* My initial main ques- 
tion is going to be centred on your 
memorandum. With reference to para- 
graph 3, which refers to the use of a 
discount rate where expenditure is 
optional and/or savings or performance 
are speculative, can you enlarge on this 
and illustrate with examples? Also can 
you tell us what expenditure is not 

optional? We have a great deal of 

expenditure which is not optional. We 
have to try to meet the load growth as it 
occurs. We have to increase our genera- 
tion, which means building stations. We 
have to reinforce or extend our trans- 
mission system. We have to meet the 
demands of consumers by the extension 
of our distribution system. All. that 
expenditure is basically non-optional. 
We have optional expenditure even in 
the construction of a generating station 
where we might be encouraged to adopt 
some modification of design which 
would in the long term, if everything 
goes right, give a better result ; but there 
we would be exercising judgment as to 
whether we would take on this some- 
thing extra, we would exercise an option 
in favour of doing something which is 
not just run of the mill. That would be 
optional expenditure. We have, of 
course, the more obvious optional 
expenditure which is expenditure on 
showrooms, that is to say, our shops and 
offices and the like. That would be 
optional expenditure because the industry 
could be carried on, consumers’ needs 
could be met without doing that. We 
also have optional expenditure in 
stations when it comes to considering 
whether the fuel being used should be 
changed. For example, if you have a 
coal fired station which you think would 
be worth converting to oil usage (and 
this has happened quite a lot in recent 
years throughout the whole of the 
country — if not a lot, at least it has 
happened from time to time), that is 
optional because you could carry on with 
your coal burning station. If you exer- 
cised the judgment that it would be in the 
interests of the business to switch to 
another fuel, then that would be 
incurring optional expenditure. I think 
we make it clear in our memorandum 
that we would normally look for a higher 
return on any optional expenditure than 

* See Appendix 8 


we would on that expenditure which was 
not optional. 

Mr. Hall. 

776. Perhaps I might direct this to 
Mr. Gordon. Do you think the dis- 
counted cash flow method is the best 
method to use for appraisal of future 

investment? (Mr. Gordon.) There 

have been several arguments for and 
against this but it is the best we have 
devised so far. We use it in two ways, 
referring to it in the capital expenditure’ 
discounting it back for comparison, and 
also on a cost basis discounting the cost 
back. It is considered the best available 
method. 

Mr. Dormand. 

111. In relation to Mr. Fraser’s last 
remarks, would he like to say a little 
more about the last sentence in para- 
graph 2 which says, “ The discovery of 
off-shore oil and gas may radically alter 
the postition in the future.” I am in- 
terested in the word “ radically ” in 
relation to what he said. I take it there 
is some fairly detailed study going on 

at the moment about this? (Mr. 

Fraser.) Yes. You will notice that the 
penultimate sentence there says, “ The 
only indigenous energy resource is hydro- 
electric power . . etc., then the final 
sentence, “ The discovery of off-shore oil 
and gas may radically alter the position 
in the future.” As you know, there 
have been some discoveries of oil and 
gas off the east coast of Scotland. Some 
of these discoveries are off the very 
northern islands up in Shetland. It is 
conceivable that we would find that the 
companies exploiting the oil resources 
would bring the oil ashore with a good 
deal of gas in the oil which they would 
have to separate off. They might have 
sufficient oil to warrant putting that 
crude into tankers and taking it away 
to be refined elsewhere without having 
enough gas to warrant tankering the gas 
to take elsewhere. We might very well 
then find that we had in the island— 
and even on the mainland on the North 
Sea coast — an availability of gas which 
is either not suitable for piping into the 
grid or not in quantities that would 
warrant the putting down of the very 
long and expensive pipelines to bring 
it south, in which case it might very 
well be, I think, that the situation 
would be radically altered if we had this 
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energy source available to us for the 
very first time. 

778. That is very interesting. What I 
was really after was to what extent you 

are studying this position now? We 

have been in touch with the companies 
who have made oil finds in the North 
Sea. We are not able, as you prob- 
ably know, under the existing statutes to 
make any agreement with the companies 
to buy any surplus gas they might have 
because under the Gas Statutes the 
British Gas Corporation, as it now is, 
has the first option. So that we would 
normally find under the statutes as they 
are that the Gas Corporation would 
buy the gas and then would sell it, 
like they are selling some gas on an 
interruptable basis, to the Central Elec- 
tricity Generating Board for two of their 
stations. 

Chairman. 

779. When you say on an interruptable 

basis? Interruptable because it is not 

guaranteed. They can cut it off at any 
time. So it is really surplus gas which 
the British Gas Corporation, as I under- 
stand it — it is not my business — does not 
really require, and the CEGB have found 
that it is an economic proposition for 
them to buy this gas although it can be 
cut off at any time. They would have 
other burners going on oil and would 
be able to switch over very quickly. 

Mr. Dormand. 

780. I assume it is not playing a very 
large role at the moment in your capital 

investment thinking? Not a large 

role. We have asked for permission to 
build a station on the north east coast 
near Peterhead. We have gone through 
all the procedures of considering objec- 
tions and are hoping that we will get 
consent at an early date now to go 
ahead with building a station. That 
station we have described since the word 
go as an oil/ gas station because we 
would build that station so that it would 
be able to use either oil or gas. We have 
to think mainly in terms of it being an 
oil burning station, but there is going 
to be a lot of oil coming ashore very 
near to this station, it will have associa- 
ted gas, and we do not know whether 
the Gas Corporation will want to buy 
that gas and pipe it to the south or not. 
If it does not buy it to pipe it to the 


south, since we know there is gas it 
would seem to be in the national interest 
that that should be used in our power 
station rather than being flared into the 
sky. 

Mr. Hall. 

781. Is there an estimate of the 
amount of gas or oil likely to be avail- 
able to you for your use over a given 

period of time? Available to us, oil 

or gas? We cannot count on oil from 
the North Sea being available to us 
because the electricity supply industry 
does not normally use crude oil ; it uses 
the residual from the refineries. This is 
the fact all over the world. So we 
would normally enter into contract, as 
we do at the present time, with the oil 
companies to give us a supply of oil for 
a power station and we have really no 
interest in where the oil comes from or 
which refinery it comes from, so I do 
not think this is likely to change in the 
future. We would buy our fuel oil for 
a power station from an oil company and 
the oil company would let us have that 
oil from the refinery that best suits their 
convenience ; whether a refinery in Scot- 
land or elsewhere is not our business. 

782. But in planning to develop a large 

and expensive power station fox the 
future you would have some regard 
surely to the estimated likely availability 
of world oil supplies? ‘World oil sup- 

plies, yes, but this is what we have to 
do — look at world oil supplies, not the 
oil available off the north-east of Scot- 
land. I thought the question was asso- 
ciated with oil off the north-east coast. 

Chairman.] Mr. Fraser, it is probably 
my lack of knowledge but I thought we 
were disoussing surplus gas, that is, not 
the normal commercial quantities from 
•the point of view of the gas industry, 
and not so much the question of the oil 
which you regularly plan to use as part 
of your operation. I may be misunder- 
standing something here, but I thought 
Mir. Hall had asked you for an estimate 
of the quantities of this surplus non- 
required gas and whether 'there was an 
estimate over .a period of months or 
years as to how much of it might be 
available. 

Mr. Hall. 

783. The point I had in mind, as you 

suggest, Mr. Chairman, was this: I 
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thought the witness was talking about a 
power station using either oil or gas con- 
verted from one to the other, so that one 
had to decide what was the likely avail- 
ability of supplies of both these commo- 
dities to cover a period of time. 
On the first case, so far as oil is con- 
cerned, you have to take into account 
the estimate of the world oil supplies, 
so far as they cam be estimated over the 
next quarter century. The other point 
was the estimate of the availability of gas 

from North Sea resources? The only 

calculation we can make just now is the 
calculation made by electricity supply 
generally, not .only in this country but 
the electricity supply industry around the 
world, about the availability of oil to- 
wards the end of 'this decade, indeed on 
to the end of -this century. It was by 
making that projection that we decided 
to consruct an oil burning station. The 
deoision to build the station was on the 
assumption that we would be able to 
purchase sufficient oil to keep that station 
running till the early years of next cen- 
tury. The gas position, about which I 
think Mr. Dormand asked me first of 
ill, arises from there being a possibility 
>f gas becoming available in that area, 
and it seemed to me and to my Board 
chat we would be failing in our public 
duty if we did not bear in mind the possi- 
bility of there being an energy source 
available in that part of the country 
which has not obtained hitherto. What 
I have said is that we are taking the 
precaution in planning this station to 
ensure that, if that gas becomes avail- 
able, it could be used, if you like, to 
lessen the demand for oil. 

Chairman. 

784. Do I understand you to say that 
the same machinery could be used to 

process oil or gas? 1 think that is 

so. Chairman. >1 had better ask the 
Deputy Chairman, Mr. Vernon, who is 
an engineer, to answer that. (Mr. 
Vernon.) Whether we use oil or gas, it 
would be used to raise steam in a boiler 
so tliat the question of changing over 
from oil to gas is, in fact, technically 
quite a simple matter, and the amount of 
additional investment you have to incur 
in making provision for it is very mar- 
ginal. It is a relatively easy matter to 
use oil or gas. 


783. Earlier on .Mr. Fraser mention 
that from time to time, on an intemw 
able basis, gas supplies may be avaihht 
I am very much of a layman in this fieM 
but what I want to know is whether it 
word comes through that there is Aft 
of cheap gas going, you can feed it in , 
fairly short notice or whether you have 
to have separate equipment and ereato 

expense? The amount of noth 

required to change from one fuel to tie 
other as probably a matter of a day's 
notice. J 


Mr. Crouch. 

786. Mr. Fraser, I am a little disturbed 
by the first paragraph of the paper you 
submitted to us which seems almost lo 
give you carte blanche in your statutory 
responsibility concerning your capital in- 
vestments. I realise this is something 
which, as you say, does apply to other 
electricity boards but it would seem that 
the disciplines which might otherwise 
control your capital investments, the 
thoughts that might stay your hand, 
are not there because, as you say in the 
paper you have a statutory duty to sup- 
ply electricity “ to the public within cer- 
tain legally defined limits, of voltage 
and frequency”, etc. Then, “There is 
thus little scope for choice in deciding 
whether or not to invest in capital pro- 
jects . . .”. Could, you help us in this? 
This particular Sub-Committee has over 
some months looked at many other 
nationalised industries and some, for 
example, do have very strict disciplines 
as to whether they invest in capital pro- 
jects. The Chairman of British Airways 
Board has to consider for himself 
whether he can run the Concorde in his 
programme, if you follow. I know this is 
so in the electricity generating industry. 
I wonder if you could, help us a little 
about this? — - — (Mr. Fraser.) I do not 
want to be argumentative. It is not for 
mo to do that nowadays. I would have 
thought the Concorde is very much on 
this optional basis to which I had to 
make some reference earlier in reply 
to the Chairman. It is not for us to 
decide whether a supply of electricity will 
be made available to our consumers. We 
are obliged by statute so to do. So we 
have to take into account their in- 
creasing demand for electricity and, 
taking into account this load growth, we 
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have to plan our capital investment and 
we have to plan it for very many years 
ahead. This does not mean, of course, 
that we incur the capital investment with- 
out any supervision or scrutiny by a 
third party. We have to get approval 
of the Minister to whom we are respon- 
sible, and I assume that means also get- 
ting the approval of the Treasury, for 
any major capital investment. So that 
there is an awful lot of screening to be 
done after we initially draw up the pro- 
posals to incur considerable capital 
investment. 

Mr. Stoddart. 

787. Are you not anyway under a 
market discipline in that you are in com- 
petition with other industries which do 
not have this statutory duty put upon 
them? Do you not have to be ex- 
tremely careful that you do not build 
more very highly costly plant than you 
really need lest you incur the capital 
costs for a very long period of time 
which will make you less competitive 
with your competitors such as gas? Is 

that not a discipline in itself? That 

is a discipline in itself. No board, I 
imagine, would readily seek to persuade 
the Minister to whom it is respon- 
sible to give approval to capital 
investment which they are not pretty 
fully convinced would be fully employed 
when it is commissioned. Over a 
period of thirty years now — in 1943 this 
Board of mine was set up — it has never 
been in the position of having commis- 
sioned plant for which there was not a 
need. We have perhaps had the good 
fortune of not having the ups and downs 
of load growth which has been not un- 
common in other parts of the country. 
We operate, as our memorandum tells 
you — as if you did not know, in the 
most rural quarter of the United King- 
dom, so that when industry is busy it 
does not make a very big difference to 
us; equally when there is a fall off in 
industrial consumption of electricity 
it does not make a very big differ- 
ence to us. I do not say it makes no 
difference to us, but the domestic con- 
sumer is a bigger part of our total con- 
sumption than is so in any other area 
of any other board in the country. So 
we have had a more steady growth than 
has been the case in other parts of the 


country, so that we perhaps have been 
able the more reliably to plan for the 
future. I think you would find it easy 
to understand that our having a large 
number — 54 — hydro-electric schemes, 

which cannot in any case run round the 
clock but can only run a few hours in 
the day, gives us a flexibility which is not 
readily obtainable elsewhere, coupled 
with our very close collaboration with 
the South of Scotland Board. We at 
the present time do not generate as much 
electricity as we sell, we have a system 
of collaboration with the South of Scot- 
land Board to maximise the utilisation 
of the plant made available for Scotland 
as a whole. Therefore we are in a sense 
drawing on the big thermal stations at 
the present time in the South of Scot- 
land. When things go wrong there, or 
at times of very high demand, we would 
be running off our water in the hydro 
stations pretty rapidly; at times of lower 
demand we would fill up our reservoirs, 
getting ready for the difficult time ahead. 

Chairman. 

788. Taking one year with another, 
what percentage of your own supplies 

do you generate? Our hydro stations 

will still be generating about 50 of the 
units that we sell in the course of the 
year. We have in addition to our hydro 
stations, as I think our memorandum 
makes clear, a fair number of quite 
large diesel sets in the Islands groups. 
Then we have quite an efficient steam 
station at Dundee, and we are going 
ahead, as I have just said, with this 
thing at Peterhead. So altogether we 
will be generating two-thirds or more 
of our units. I am going to ask Mr. 
Vernon if he can say what proportion 
of the units we sell in the North of 
Scotland are generated in the North of 
Scotland District. (Mr. Vernon.) At 
present 50 per cent, from hydro, a further 
25 per cent, from oil-fired plant which we 
have in Dundee, and the balance is 
imported. 

789. Of all the electricity you sell a 
quarter is imported from the South of 

Scotland? Yes, at this point in time, 

but as our load grows this import will 
become greater and when this new 
station at Peterhead comes into opera- 
tion, then we will more than balance, we 
will export a small amount until the 
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situation balances again. (Mr. Fraser .) 
In the 1980s we will get on the wrong 
side again. 

Mr. Hall. 

790. May I return to paragraph 3? 

I may have missed part of your answer 
to the Chairman’s original questions 
about optional expenditure. Did you 
give examples of the kind of high rate 
of return above 10 per cent, you would 
look for in these optional items of 

expenditure? Yes. When we would 

definitely look for more than 10 per 
cent., even indeed 15 per cent., would 
be in showrooms, for example, or where 
we were converting from one fuel usage 
to another. We had a very old small 
station coai-fired at Dundee which we 
took over from Dundee Corporation at 
vesting date. It was getting pretty old 
and right at the bottom of the merit 
table, “and operated very little. We 
recently converted it to oil. Now we 
would expect that station to yield us 
at least 15 per cent, return on the 
investment over the first five years. 

Chairman. 

791. Apart from the use of judgment, 
ould you expand on the Board’s fore- 
casting methods and its analysis of risk, 
which are mentioned in your paragraph 
4? Could you tell us whether the Board 
engages in sensitivity analysis, that is, 
to see how variations in the basic 
assumptions on which a project is to be 

justified influence its profitability? 1 

think you would not mind if I asked the 
Deputy Chairman and General Manager 
to reply, because there is a lot of tech- 
nical detail in this. (Mr. Vernon.) Per- 
haps the fourth paragraph may be a 
little misleading. The word “ forecast ” 
in the second sentence applies not only 
to load forecasts but forecasts of fuel 
costs, capital escalation, and all the 
imponderables in the future. What we 
do, in fact, is to test the sensitivity of a 
central forecast in our appraisal, the 
central forecast covering such things as 
future fuel costs, future capital escala- 
tion costs, plant performance. We have 
a central assumption about these. This 
is arrived at after much consultation and 
judgment. Having come to a certain 
economic ranking of different alterna- 
tive projects, we then alter some of these 
assumptions. We may feel perhaps that 


fuel tax might be reduced on oil or s 
might be eliminated, and we want to t " 
the sensitivity of otir first conclusion I 
variation in relation to some of tlZ 
assumptions, so we re-carry out the? 
culation. This is done over most of it 
items which are subject to estimate av ' 
judgment in the future. If yon S 
that the economic merit order of m-, 
studies has changed because of a vaiis 
tioo in one of the assumptions, you then 
have to apply judgment as to whether 
that change is likely to occur to th 
extent to which you have assumed it win 
occur and whether, therefore, you shouK ' 
weigh it ill with other things which 
pull the other way. This is where we 
have referred to the question of jud» 
me>nt coming in at the end of thedav 
I take the view very much on planninj 
that the results you get are no beher 
than the information you feed in, n0 
matter how sophisticated the method 
We use these appraisal techniques 
to let us test sensitivity and other mate 
like this, and at the end of it we nav 
have to exercise some judgment as to 
the results. 


792. With reference to paragraph 8, ] 
find it hard to follow how far ahead the 
Board forecasts. Is it 7 to 8 years ia 
advance or 20 years, or both? Can you 
expand on the Board’s assessment of 
the errors in forecasting? What sort of 

magnitude do these have? From tie 

point of view of capital and revenue 
estimates, for capital estimates which 
have to be approved by the Minister 
in consultation with the Treasury, 
our forecasts have to be taken for 
a period of five to six years 
ahead. This is the period over which it 
takes to construct a power station. 
Therefore, we have to take a decision 
on a power station which we will require 
in operation about six years ahead, so 
we make very careful and thorough fore- 
casts of capital and revenue expenditure 
over that period. From the point of view 
of carrying out economic appraisals and 
studies of the system, we have to project 
ourselves very much further into the 
future because we want to know how 
that generating station, for example, 
which will come into operation in six 
years time, will perform over the next IS 
to 15 years. Very broadly speaking, our 
economic appraisal studies are for at least 
ten years from the time the station coins 
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into operation. We may extend the study 
to a further five years because we find 
that there is a certain sensitivity to the 
future plant programme still entering into 
the calculations. Normally speaking, we 
find that 20 years is as far ahead as we 
need continue the studies and normally 
15 is quite adequate. With present valu- 
ing techniques, the future costs become 
much less significant. I hope I have made 
this clear. 

Mr. Hall. 

793. Over what period of time do you 

amortise the generating plant? There 

are two periods. One we use for 

planning purposes and the other is 
the statutory period which is set out 
in our annual report. For planning pur- 
poses we take 30 years for a whole invest- 
ment of a conventional thermal power 
station, and 20 years for a nuclear station. 
For hydro plant we would take something 
like 40 years. These are essentially what 
I would call the planning. The 
period of depreciation from the point 
of view of setting up our depre- 
ciation fund varies quite considerably. 
If, for example, I may quote build- 
ing and civil engineering works for steam 
stations these are 40 years ; generating 
plant other than diesel is 25 years ; diesel 
generating plant is 15 years. By and 
large they represent the hardware life of 
the investment. But when you are carry- 
ing out a study on the whole station and 
it is a composite mixture of civil works, 
of mechanical and electrical plant with 
strictly different accounting lives, you use 
a global all-in figure. So for a steam 
power station, whilst the civil works are 
amortised over 40 years and the plant 
over 25 years, we use 30 years for an 
average station figure. The fact of the 
matter is that we know by experience 
that conventional steam stations will last 
for 40, even 50 years, so that if we carry 
out our economic study on a shorter 
timescale than that, if anything we are 
making sure we have a pessimistic 
answer. 

794. Do you update your long-term 

forecasts annually? Annually. 

Mr. Dormand. 

795. A short while ago Mr. Vernon 
said the final decision on capital invest- 
ment was only as good as the information 
which was fed in. The paper recognises 
two main factors which are involved in 


decisions on capital investment, first the 
technical assessment and secondly the 
economic appraisal. May I ask if the 
final decisions are taken by people who 
are neither technologists nor economists? 

I ask because as recently as last week we 
had witnesses from a private firm and. 
in answer to a question of mine, their 
chairman said that he was quite sure 
there was such a thing as entrepreneurial 
instinct and the decisions in their case 
were taken by people who were neither 
technologists nor economists and indeed 
they described themselves as laymen in 
such respects, except for this particular 
instinct. Does this apply in this organi- 
sation? (Mr. Fraser .) The final deci- 

sion on behalf of the Board is made by 
the Board and the Board would consist 
of men who are not necessarily qualified 
in the disciplines you have mentioned. 
Beyond that, there is the surveillance of 
the Minister and of the Treasury, and it 
may be that they too are lacking in the 
qualifications and disciplines you have 
mentioned. But this, I think, is where 
the quality of judgment is important. 
The laymen, so-called, have to 
exercise judgement on the technical and 
other disciplines’ information which they 
have been given by the skilled men who 
serve them. 

796. You are saying that the decision 
is taken by the Board and the Board, 
if I understand you correctly, is made 
up of people who are not particularly 
trained or qualified in these particular 

disciplines? This is so. In fact, my 

Board is probably unique in the industry. 
We are the only electricity supply board 
in Britain with a part-time Chairman 
and a Board that is wholly part-time, 
apart from the Deputy Chairman and 
General Manager, who is himself a 
highly skilled engineer. But all the rest 
of us are what you described, Mr. Dor- 
mand, as laymen. 

797. Would Mr. Fraser like to com- 

mit himself and say, in view of that, 
whether the Board has made what he 
would consider mistakes in this question 
of capital investment or any major mis- 
takes? No, I have never heard any 

criticism made of any serious mistake 
at all having been made by the Board. 
Indeed, to the contrary, I have heard 
the Board being very highly commended 
by experts from the international field 
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on the success they made of the hydro- 
electric schemes, different types of dams, 
reservoirs and so forth, to suit the con- 
tours of the land, instead of being stereo- 
typed. They have shown a lot of 
imagination, so I have heard experts say. 
When we built the pump storage scheme 
at Cruachan we led the world for a fair 
number of years in the employment of 
reversible machines. The machines were 
turbines when the water was coming 
down and, reversed, converted into a 
pump to push the water up, so that we 
greatly reduced the cost of putting the 
water uphill. We did that, lifting water 
over a distance of 1,200 feet. I am 
not saying the individual members of 
the Board could have thought up a 
scheme like that, but they applied a lot 
of judgement on the expert advice they 
were given by their own engineers and 
ensured that there was proper consulta- 
tion with manufacturers and consultants. 
At the end of the day they did some- 
thing that had not been done in the 
world before but has been copied in 
many countries of the world since. 

798. Is that correct, with respect? 
Does not exactly the same thing happen 
in Luxembourg, and they claim to be 

the pioneers of that? (Mr. Vernon .) 

I know the installation you are referring 
to, Sir. The fact of the matter is that 
Cruachan pump storage scheme was the 
first high head reversible station any- 
where in the world pumping water to 
a head twice as high as had been 
achieved previously. The Luxembourg 
station was certainly in existence before 
Cruachan but did not include reversible 
plant. These were separate pumps and 
turbines as in Ffestiniog. The technique 
of reducing the number of components 
for a pump storage station from three 
to two was what the Board were after. 
They were trying to demonstrate that 
you could pump water with a machine 
rotating in one direction as a turbine and 
a pump in the other and pump at very 
high heads. This minimised the cost. 
This is where we had, we believe, quite 
a significant achievement. Luxembourg 
has now also got reversible plant, but it 
came after the Board’s pioneering work. 

Mr. Hall 

799. Mr. Dormand in an earlier 
question referred to the entrepreneurial 
instinct. Do you think that plays much 


part in decisions of your Board when 
you are dealing mainly with caotive 

consumers? (Mr. Fraser.) I think the 

entrepreneurial instinct is there all the 
time. Although our consumer could 
be said to be captive consumer we are 
interested not only in taking a supply * 
to the consumer but in encouraging th 
consumer to make the fullest possible 
use of the investment we have made in 
giving him a supply, so that not onlv 
is he takmg a supply but we want hh, 
to take a lot of electricity when he gets 
a supply. At that point, of course we 
do not have a monopoly. The consumer ' 
has other people to whom he can turn 
for cooking, space heating and all kinds 
of things. If he takes electricity for 
lighting and for the television, he can 
take other fuels for other purposes. We 
do our utmost to convince him to use 
our product which we have brought to 
him at considerable expense, and I think 
it takes a bit of enterprise. We are 
not dealing altogether with a man who 
is not able to make up his own mini 
We have done this rather successfully. 
We have had a growth rate which is 
the highest in Britain and, indeed, our 
consumption per domestic consumer is 
the highest in Europe. I think it took a 
lot of enterprise on somebody’s part to • 
get to this position. 


Mr. Stoddart. 

800. On this particular point, you are 
surely not really in the same position as 
an entrepreneur in private industry. 
After all, .the entrepreneur on private . 
industry is usually out to make a quick 
buck ; your duty is not to make a quick 
buck but to provide electricity and 
balance your books one year with an- 
other, besides which, do you not have 
various restrictions put on you by out- 
side parties, 'that in fact you are required 
not to use the fuel which will give you * 
the best thermal efficiency from your 
plant but fuel which it is decided by the 
Government should be used for social 
considerations? Would you not there- 
fore agree that you are not in the same 
position as an entrepreneur in private 
industry? Secondly, on amortisation of 
capital, I am a little puzzled, probably . 
because of my ignorance of technology, 
but I see that you write off — and indeed 
you said this — conventional coal or oil 
fired plant over 30 years (that was a 
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balance between 25 years for the mech- 
anical plant and 40 years for buildings) 
but in the case of nuclear stations 
you write off over 20 years. So if you 
use the same basis of 40 years for the 
buildings, then what you are saying — 
or what it appears to me you are say- 
ing — is that die life of the nuclear plant 
itself is only about 15 years. Is that 
correct? If so, why is it so and what 
has the short life, the mechanical part 

itself or the reactor? To deal with 

the questions in order, firstly a nation- 
alised industry is not fully comparable 
with any private enterprise industry. All 
I was seeking to say, however, is that 
it must not be lacking in enterprise, but 
the ground rules are different for a 
nationalised industry. A nationalised 
industry has constraints upon it which 
a private industry does not. Some 
people might say it has certain 
advantages too that other industries do 
not have. We are not allowed to go 
bankrupt, for example. Private industry 
can. They call in receivers, wind up the 
business. You cannot do that in a 
nationalised industry which really has to 
be maintained to carry on the normal 
life of the community. So that we have 
a lot of restraints. I do not myself 
object to a lot of the restraints, or con- 
straints, put upon nationalised industries. 
I think nationalised industry has the duty 
to serve the best interests of the nation, 
of all of the people. That makes it 
different from a capitalist enterprise 
where, although the entrepreneur may 
seek to do that, basically I would have 
thought he has the job of ensuring that 
shareholders’ money is well invested. 
I would have thought this was a very 
different consideration from that which 
applies in nationalised industry. Coming 
to the nuclear station, when Mr. Vemon 
was explaining the years over which we 
amortised for buildings and for plant 
and machinery, he was dealing with the 
situation that obtained in our Board. We 
do not rue a nuclear station. We do 
not have a nuclear station of our own. 
We have not got one in mind to build. 
We considered for some years the con- 
struction of a nuclear station in the 
North-East and it was only when that 
one seemed to be running into difficulties 
that we switched to the oil-fired station 
at Peterhead to which I made reference 
earlier in our meeting. So that the cal- 


culations that would be made we would 
make by reference to what our collabora- 
tors would do in the South of Scotland 
Board. We are partly responsible for 
what they do because we have a joint 
planning committee with them, we are 
joined with them all the time, we have 
a joint generating account. We do not 
just buy electricity from the South of 
Scotland Board, we pool our resources 
in thermal generation. So we have 
responsibility for the nuclear station 
which they have and the other one which 
is getting near to completion in the South 
of Scotland aiea. I think I had better 
let Mr. Vernon answer the question on 
amortisation. (Mr. Vernon .) I may have 
confused the Sub-Committee a little bit 
about this. I think we must distinguish 
between what we call planning life and 
strict^ accounting life. The present life 
that is used in the industry for nuclear 
stations of 20 years is a 
cautious planning life and it is 
used _ for planning studies, for 
studying nuclear as compared with oil 
and other stations, because no one has 
yet run a nuclear station for 20 years, 
certainly not the types one is consider- 
ing for the future. So it is a cautious 
life that one uses. This means your 
costs are higher for the shorter period. It 
may be that in the fullness of time the 
supply industry will decide that the life 
for planning purposes should be 
increased to 25 years, possibly to 30 
years. For strict accounting purposes 
there is a different series of lives and 
these are in accordance with prescribed 
rules. By and large they are not 
far from the mark. I think for 
planning purposes you have to keep 
a more flexible outlook. If oil plants 
look as though they will run out of oil 
in 20 years’ time — I am not saying they 
will — but on that assumption, you could 
not give a planning life for longer than 
20 years, although the plant may be cap- 
able of lasting longer. There may 
appear to be something a little incon- 
gruous about this situation, but one must 
distinguish very clearly between planning 
lives and strict accounting or book- 
keeping lives which are based on other 
considerations such as self-financing. 

Chairman. 

801. My next question relates to part 
of the SSEB memorandum. It is to do 
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with whether the Board makes any fore- 
cast specific to the Scottish economy 
when doing its forecasting. If so, does 
it do this on its own or in association 
with Government departments? Does it 
make use of long range economic fore- 
casting provided by Whitehall? — (Mr. 
Fraser.) We have an awful lot of con- 
sultation with industry as a whole. Chair- 
man. The point you have just men- 
tioned, long range economic forecast, is 
one. We have constant consultations in 
London. We have even more constant 
collaboration with the South of Scotland 
Board. We have to take account of, and 
do take account of, the long range 
economic forecasts here in London. 
Against that background the increase in 
capacity for the United Kingdom will be 
measured. But it is, I think, not possible 
to contemplate meeting the Scottish 
demand from large stations south of the 
border — well, it is possible, but undesir- 
able — or to plan to meet the load growth 
in Scotland, not much of which is south 
of the central belt in relation to the 
big power stations in England. You 
realise at once that the transmission 
cost would be very heavy. We 
have to have transmission lines, we 
have a constant link-up, there is a flow 
of electricity one way or the other every 
day between Scotland and England, but 
it does not seem to us that it would 
make good economic sense deliberately 
to plan — when you are planning power 
generation you are planning ten years 
ahead — to make, say, the central belt in 
Scotland dependent on English power 
stations ten years hence or contrariwise 
to plan for the industrial belt, say, or 
Merseyside to be dependent on power 
stations built in the central belt of Scot- 
land. So we do at the end of the day, 
having regard to the longterm economic 
forecasts, relate them to the economic 
forecasts of load growth, for Scotland, 
then plan our power station development 
in Scotland to suit best, or meet most 
economically, the needs of load growth 
in Scotland as a whole. When we make 
our submission to Government about 
any such capital investment, we have to 
relate all this to the longterm economic 
forecasts for the country as a whole, so 
that not only do we take these criteria 
into account but Government do too 
before they give any assent to the pro- 
posals we make. 


oOZ. Do you engage in technological 
forecasting? Is this mostly about nucfar 
generation? —Can you enlarge on th 
future both of nuclear generation and 

of hydro-production? (Mr. VeriZ, 

If I could take the second part S 
Sir, as far as conventional hydn£ 
generation is concerned, that is, with 
dam, and all the water coming from the 
heavens, that is a conventional station 
and we distinguish between that and 
pump storage. As far as conventional 
generation is concerned, I think it i, 
very unlikely that we will proceed with 
any more conventional stations in the 
future. Obviously the Board chose the 
best and largest catchment areas to 
develop in the first place, and what is 
left is less attractive economically I 
think we have now to take into account 
the prevailing interest rate, which 
is very high and which is unattractive 
for hydro in particular, and also the 
fact that our load growth is such that 
it would take a fair number of hydro 
developments of the kind we have 
carried out in the past to meet a year's 
load growth. 


803. How many of these conventional 

hydro-plants have you? Fifty-four 

significantly sized stations, but the 
terrain of the North of Scotland is such 
that the catchment areas are small, the 
amount of water flowing into a reservoir 
and through a power station is relatively 
small by European standards, so the 
stations themselves are small, which 
means the unit cost, the cost per kilo- 
watt for construction, is high. This has 
always been the great disadvantage to 
hydro-development in Scotland. Never- 
theless, the bulk of the attractive sites 
have been developed. I think it is very 
unlikely that we could ever make 
an economic case for developing further 
conventional hydro stations, but we 
did turn our attention to the Cruachaa 
pump storage scheme and we built oa 
a site which was suitable for a 

40.000 kW conventional hydro station 
a 400,000 kW pump storage station. At 
Foyers just now we are building a 

300.000 kW pump storage station in a 
place where it was envisaged originally 
one would have a 30,000 kW conven- 
tional station. The scale is about ten to 
one, because we ensure that we get more 
water by pumping it up at night, and 
add to that whatever water drains off 
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the catchments for re-use whenever the 
demand is high. So our future on hydro 
is in pump storage and we have a lot 
of good potential sites there. With re- 
gard to nuclear, I would say that 
I think very strongly that the supply 
industry must have a very substantial 
and active nuclear component in its 
future generation programme. The type 
of nuclear is another matter, but 
I am quite clear that the supply industry 
must have some inflation-proofing 
against fuel costs in the future, and 
nuclear seems to me to offer the best 
answer. 

Mr. Stoddart. 

S04. When you consider — and this 
may not be the right question for your 
Eoard — the question of building a 
nuclear power station and consider the 
question of capital costs, is there any 
element at all put in that capital cost 
for the disposal of the site when it is 

finished? In the economic appraisals, 

yes. In the longterm studies there is 
normally an allowance for what one 
would call cleaning up the site, burying 
whatever one may have to bury, because 
nobody is quite sure at this point in 
time whether there will be other methods 
for getting rid of whatever radio-active 
deposits still remain. There is a sum 
put into the planning studies. 

Chairman. 

805. Can you tell us, Mr. Fraser, 
whether the Board has a corporate plan, 
or at least a general view, of the future 
development within the Board’s area? 
Can you expand on the present state of 
planning with the South of Scotland 

Electricity Board? (Mr. Fraser.) We 

have a corporate plan. In our Board — 
this is perhaps a bit arrogant — we think 


we could never have started the whole 
business thirty years ago without engag- 
ing in corporate planning. Corporate 
planning is quite a new phrase and is 
used a lot, but we think it just means 
what we have done throughout the 
years. We do set out to provide the 
service which the people who depend on 
us require. We certainly accept, so 
we take into account, the anticipated 
demand which is the way the load will 
grow over the years' We have 
got to be mindful of the cost 
of building a station, whether it is 
a hydro station or a nuclear station, 
the economic cost, the cost in money, the 
borrowings we are going to take on. 
We have to relate that to our ability to 
get an income from our consumers. ’ We 
have to bear in mind the part that will 
be played by manpower we will employ, 
both in the building of the station and 
in the running of our total enterprise. 
So that you have the manpower plan- 
ning, the economic planning, the finan- 
cial planning and the planning to meet 
the demands of consumers, all having to 
be taken into account all the time before 
you can move forward other than 
blindly. So we do endeavour all the 
time to be moving forward with our 
eyes open. I am not sure that I have 
fully answered your question. Chairman, 
but this is the way in which we as a 
Board see it. 

806. If there are no more questions, 
it seems, Mr. Fraser, that you have satis- 
fied us with your answers. Thank you 
and your colleagues for coming along to 
us this afternoon and giving us the bene- 
fit of your experience? Thank you 

very much, Mr. Chairman, on behalf of 
my two colleagues and myself for treat- 
ing us so kindly. 
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MAJOR CAPITAL INVESTMENTS BY THE NATIONALISED INDUSTRIES 
Memorandum by H.M. Treasury 


A. Introductory 

1. The memorandum which the Treasury submitted to the Committee in February ' 

1967 (printed at pages 1-22 of Volume II of the Committee’s Report on Ministerial 
Control of the Nationalised Industries) drew attention to the importance to the 
economy of the nationalised industries and their investment programmes. Capital 
expenditure by the industries is now running at between £1,750 million and £2,000 
million a year. A substantial part of this expenditure is financed by loans from 
the National Loans Fund. In 1971-72 the industries borrowed about £1,000 million 
from the Fund. . 

2. The formulation and management of these investment programmes is a 
matter for the Boards of the industries ; but it is for the Government to approve 
the allocation of funds and resources to them, with regard to the competing claims 
on resources from both public and private sectors. In doing so it must pay 
regard to the contribution that the industries can make to the growth of the 
economy, and to the possible effects of their programmes on the balance of 
payments and on regional and national employment. It must also concern itself 
with the profitability of the industries and with the degree of self-financing they 
are able to achieve, both because of their bearing on the economic use of resources , 
and because of their implications for the level of Government borrowing. This 
is a collective process, in which the Treasury’s role is closely related to its respon- 
sibilities for the management of the economy and the operations of the National 
Loans Fund, while the sponsoring Departments, because of their Ministers’ statutory 
responsibilities towards the nationalised industries, including the granting of 
approval for their capital development programmes, have a special concern to 
ensure that each industry’s proposals are in line with policy for the relevant sector 
of the economy, that they are intrinsically sound, and that correct investment ? 
appraisal techniques are being used. 

B. Investment Strategy 

3. It is sometimes necessary to undertake a far-reaching review of an industry’s 
prospects and the investment or development strategy it should follow, e.g. 
because of changes in the state of supply or demand or in the relevant tech- 
nologies. Such reviews have taken place from time to time as occasion demands; 
they provide an opportunity for the Government to look at all the considerations 1 
listed in the preceding paragraph, and each Department will contribute according 
to its special interest and expertise. 

4. The regular occasion for consideration of the industries’ investment pro- 
grammes has, however, been provided by the annual investment reviews; and 
since 1969 these have been arranged so that the capital expenditure of the 
nationalised industries can be included in the annual review of public expenditure. 

5. The procedures of the public expenditure survey system are described in 
“ Public Expenditure White Papers : Handbook on Methodology ”, published by 
H.M. Stationery Office in December 1972. It may, however, be convenient to 
include here a brief description of how they apply to the investment programmes 
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of the nationalised industries. In the early months of each year, each industry 
submits to its sponsoring Department an outline of its proposals for capital 
expenditure for a five year period, with supporting material as necessary. The 
Industries’ forecasts of demand for their products or services take account of 
guidelines related to the underlying behaviour of the economy over the review 
period which have been supplied earlier by the Treasury. 

6. Discussions of these proposals between the Treasury and sponsoring Depart- 
ments lead to the _ preparation of material on the capital expenditure of the 
nationalised industries as part of the report on public expenditure submitted to 
Ministers in the summer of each year. On the basis of this report, Ministers 
take decisions on the aggregate of public expenditure and its allocation, including 
that for nationalised industries’ investment expenditure. The decisions normally 
cover approval for the level of expenditure by each industries for the second 
and (frequently) the third year of the review period, together with planning figures 
for the fourth and fifth years. If the level of expenditure approved by Ministers 
is less than that proposed by an industry, it would normally be" left to the industry 
to decide which projects to abandon or defer. 

C. Future Developments 

7. As the Committee will know, it is Government policy to develop and make 
more systematic the consideration of the investment strategy of the nationalised 
industries by encouraging the adoption of corporate planning. The aim is not 
only to improve methods of forecasting and planning, but also to provide a better 
framework for discussion of the objectives of the industries and the strategic 
options open to them for reaching those objectives. Different industries have 
progressed at different speeds towards introducing corporate planning ; and it is 
too soon to say exactly what future procedures will be. However, some features 
are likely to be common to all industries: the plans will plot the possible develop- 
ment of the industry over a period of five or more years ahead, with an examination 
of alternative strategies and their likely effects. Particularly when a major change 
of strategy is under consideration, the Treasury will need to be closely involved, 
because of the potential consequences for both the national economy and the 
finances of the industry. Such a change will not occur every year ; but each year 
the Treasury and the sponsoring Department will need to be satisfied that it is 
not required. Agreement on the preferred strategy will enable the industry to 
work out detailed plans and annual operating budgets, which will be scrutinised 
in the context of the public expenditure review, broadly as described in paragraphs 
5 and 6 above. 

D. Investment Criteria 

8. The Treasury’s role includes the development, with sponsoring Departments 
and the industries, of criteria for appraising investment. Recent developments on 
some aspects of this subject are set out in the memorandum attached as an 
Annex to this paper, which was drafted after consultation with the Departments 
and industries and circulated to them in the Spring of 1972. Two aspects which 
may be of particular interest to the Committee are discussed briefly in paragraphs 
9-11 below. 

Test Discount Rate 

9. As the Committee will be aware, the nationalised industries are recommended 
to use discounted cash flow techniques for appraising new investments, and for 
this purpose they apply a centrally determined test discount rate (T.D.R.). The T.D.R. 
is determined with regard both to the availability of resources and the alternative 
uses to which they might be put. It is not, however, regarded as a counter-cyclical 
instrument, and is held fairly stable, though it is reviewed from time to time. The 
rate was increased from 8 per cent, to its present level of 10 per cent, in August 
1969, and is currently being reviewed again in the light of evidence of practice in 
the private sector. 
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Risk and Uncertainty 

10. The T.D.R. is defined as the minimum rate of return in real terms looieH 
for on low risk projects. For risky projects it may, in some circumstances be 
appropriate to adjust the discount rate to include a risk premium ; but in general 
more direct methods of dealing with risk are preferred. It is important that the 
industries should make objective and, so far as possible, quantitative assessment 
of risk, and of the sensitivity of investment projects to possible departures from > 
best estimates. The investment programmes should also incorporate a suitable 
degree of flexibility or robustness in the face of changing circumstances. 

11. Ultimately, however, it is the Government which must determine what degree 
of risks is acceptable in the investment strategies of the nationalised industries. For 
instance, the balance between greater security of fuel supplies and the cost that 
may have to be paid for it affects several nationalised industries and involves major 
questions of social, economic and other policies which are the direct concern of the 
Government. 

E. Individual Projects 

12. Although the Treasuiy needs to acquire a close acquaintance with develop- 
ments and problems in this as in other fields of resource planning and public 
expenditure, it is not normally involved in the detailed scrutiny of the individual 
projects which make up important programmes. However, it does take part in the 
collective examination of certain types of projects, falling broadly into the following > 
categories : 

(d) Cases involving a choice between technologies. Such choices may have 
profound effects on the future of a whole industry, as well as major 
implications for the rest of the economy. Examples would be the choice 
between types of telephone exchange, or between types of nuclear reactor. 
(Indeed these might better be regarded as decisions affecting a whole class 
of investments rather than decisions on individual projects.) 

(6) Individual projeots, such as a large new power station or a major steel 
works, which because of their size have important economic effects. 

(c) Projects which may be justified mainly on wider social and economic 
considerations rather than strictly commercial merits. 

January, 1915. 


Annex 


INVESTMENT APPRAISAL BY NATIONALISED INDUSTRIES 
Memorandum by H.M. Treasury 

Introduction 

1. Investment decisions and the planning of capital expenditure programmes by 
the nationalised industries involve large commitments of resources, and establish 
the framework for future operations. Once taken, these decisions can only be 
revised at a heavy cost to the industry concerned and the nation. It is therefore 
clearly important to ensure that investment decisions are as far as possible based 
on a consistent approach and are supported by full use of the best methods of 
investment appraisal available. The subject of investment appraisal was discussed 
at length in the Treasury memorandum of 1966 and a brief outline of general 
principles was set out in the Government’s White Paper “ Nationalised Industries: 
A Review of Financial and Economic Objectives ” (Cmnd. 3437) in 1967. Oyer 
the past few years, however, considerable progress has been made in developing 
the various techniques of appraisal and their value, as well as some of their practical 
limitations, is now widely appreciated. The object of this memorandum is to provide 
a short restatement of basic principles, concentrating on some of the problems which 
may arise in the process of appraisal, with a view to suggesting some broad guide- 
lines for management. It takes account of the discussions at a conference with 
Board Members of nationalised industries at Sunningdale in the Autumn of 1969. 
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General Principles 

2. Investment projects are normally expected to show a satisfactory return on a 
straightforward financial basis. There may be individual cases where wider economic 
or social criteria point to the acceptance of a project which does not show a 
satisfactory financial return or the rejection of one which does. A decision in 
such a case would necessarily rest with the Government, and this paper does not, 
therefore, attempt to deal with such cases in any detail. But as a general rule such 
projects will certainly need to be assessed on a financial basis, in order that the 
gap which has to be filled by non-financial benefits may be accurately assessed, and 
it would be normal for the industry or the department concerned to conduct a cost 
benefit analysis in order to try to assess the value of these non-financial benefits. 

3. The test rate of discount (currently 10 per cent) represents the minimum rate 
of return regarded as acceptable on marginal low risk projects. The return on any 
prospective investment will normally be calculated having first identified and then 
discounted the cash flows of costs and revenues associated with the investment, and 
it is important that only those costs and revenues are taken into account which 
are truly incremental — in the sense that they occur if and only if, the investment 
is undertaken. It is also worth emphasising the need to consider the impact of 
the investment on the cash flows of the industry as a whole, and also as far as 
possible any relevant sections of the industry which makes up a commercially 
homogeneous system. It is also necessary to assess not only the return on an 
investment, but whether the sector in which the investment is to go is in a sufficiently 
viable state overall to- make the new investment worthwhile. 

4. Complete “ systems ” industries such as electricity generation and telecommuni- 
cations are an extreme case in -point. In these cases, where the supply system 
comprises a network of inter-related parts, no attempt to appraise an individual 
project in isolation can provide a meaningful answer. For if an expansion of the 
system is being considered this would require investment in these various parts. 
Since each part is essential to the network as a whole, the “ return ” on any particular 
project is virtually the return gained as a result of the expansion of the system 
itself. This situation, however, need not result in any radical departure in principle 
from the basic appraisal procedures. Instead of finding the net present value of 
a particular project, the initial object of the appraisal can be to find the present 
values of the costs of alternative ways of achieving a given expansion of the system. 
A possible example of this is discussed in more detail at Annex A. To establish 
whether there should be any expansion in capacity (or replacement of existing 
capacity) may require a simulation of the whole system incorporating demand and 
selling price forecasts. 

Replacements 

5. For most industries a substantial proportion of investment programmes is 
made up of capital expenditure on the replacement or renewal of assets. On the 
one hand this involves many small items for which it is recognised that a full 
appraisal would be Inordinately expensive, and there are always some cases where 
the need to replace will be manifest and urgent. On the other hand there is a 
real danger that decisions to replace assets will be made almost automatically and 
a substantial proportion of an investment programme could thus become regarded 
as immune from the full rigours of economic appraisal. 

6. In these circumstances it is clearly important to ensure that replacement 
proposals are subjected to as thorough appraisal as possible. To begin with, 
for example, it may be useful to compare the cash flows associated with the 
purchase and operation of new assets along with the disposal of the old assets 
against the alternative of continuing to maintain and operate existing assets for 
various periods. Or again, it may be relevant to consider terminating or expanding 
the operations for which the assets are required in the light of changing commercial 
prospects and the industry’s developing strategy and technology. 

7. The technical job of evaluating replacement investments can, of course, be 
easier than is the case with new ventures. There is likely to be less uncertainty 
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about the prospective level of demand, cost comparisons between old and new 
assets can be made with a fair degree of precision, and the cost of many new 
pieces of equipment is known in advance. 

8. These considerations are appropriate whenever the cost of a mistake would 
outweigh the cost of appraisal. For smaller sums, however, most industries will 
delegate the authority to spend within prescribed budgetary limits to managers who 
are familiar with local operating conditions. In these cases it may be suitable 
to establish a simplified set of criteria by which these decentralised decisions can 
be taken. These criteria would be the result of background research on the lines 
of that carried out on optimum vehicle lives, replacement of office equipment, etc. 
But there should be a procedure for a systematic review of the criteria at regular 
intervals. 

Unequal Investment Lives 

9. It may often be necessary to evaluate alternative investments which have 
unequal lives. The difficulty here is that like is not being compared with like ; the 
shorter-lived investment will require replacement, or alternatively will release funds 
for investment elsewhere, during the lifetime of the longer-lived investment. This 
is then something which must be taken into account. 

10. The ideal solution would be to view individual investments as the first 
stages in alternative programmes of successive investments. The cash flows 
involved in these programmes should be forecast over comparable time periods, 
and the net present values of the programmes calculated and compared. Finding 
the programme with the higher net present value will then indicate which investment 
to accept. 

11. But the problems of forecasting involved in this solution are likely to be 
severe, and, where it can be assumed that the investments which will replace 
the ones in question are similar to those they replace, a much simpler appraisal 
method becomes available. This involves annuitising the net present value of 
each of the initial investments over its lifetime, and then choosing the investment 
with the highest annuity. The relevant annuity factor should, of course, be based 
on the 10 per cent. T.D.R. 

12. This procedure has particular relevance to the case in which an investment 
in a fully integrated production or supply unit is being compared to an obviously 
smaller investment in one component of that unit, which will, however, be followed 
by subsequent investments in further components. Since the nature of the sub- 
sequent investments will often be broadly known, and since they will often be 
similar in nature to the initial investment, a comparison based on annuitised present 
values would seem to be appropriate. 

Risk and Uncertainty 

13. Exercising judgment on what risks are worth taking is obviously part of the 
essential business of management. No golden rule exists which can determine the 
correct approach to the general problem of risk or which can prescribe any 
particular method by which risks can be measured. But while there is no simple 
solution to the ultimate decision problem for managers there are a number of ways 
to ensure that all the relevant information is set out and appraised and the 
implications of a particular decision made clear. 

14. As a first step the results of appraisal calculations should always be tested 
to observe their sensitivity to alternative assumptions. At the very least this will 
provide information on the range of possible outcomes. At best it may indicate 
that a few outcomes falling within a narrow range are highly likely and are not 
very sensitive to changes in assumptions so that the final decision is considerably 
easier to make. 

15. In some cases there may be sufficient evidence of what has happened with 
comparable investments in the past for an analyst to be able to attach numerical 
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probabilities to the various possible outturns on a particular project. A manager 
will, however, wish to be clear in his own mind how much confidence he can 
place in such figures. In extreme cases he may decide that the numerical proba- 
bilities are based so much on hunch that the results of the analysis can only be 
meaningfully expressed in a series of qualitative statements about the relative likeli- 
hood of alternative outcomes. 

16. Where it is really impossible to quantify the degree of risk, i.e. the outcome 
is entirely uncertain— it may be necessary for the appraisal to assume that the 
planned objective will be achieved but to use a more stringent criterion than 
usual — either a higher test discount rate than the recommended rate of 10 per cent., 
or a pay-back approach (or the arbitrary shortening of the life of the project;' 
While these rough methods will not always be suitable, they may well be usefui 
for exceptionally risky projects as a simple and convenient way of weighting the 
calculations against uncertainties. 

17. Where proposals under consideration involve comprehensive investment plans 
for large projects, the decision-taking process may spread over a considerable 
time. Hence it may be possible to defer decisions on some important aspects 
of the programme — such a choice of equipment or the siting of buildings— while 
work on the earlier stages is going ahead. If in this sort of situation the assessment 
of risks involved is likely to be changing (as, for example, firmer market forecasts 
emerge) it may also be appropriate to analyse in advance the optimal timing of 
decision-making as well as the timing of the investment itself. 

18. Above all it is important for senior management to ensure that the risks 
are not assessed, as has sometimes been the case in the past, for individual projects 
in isolation. The conclusions which emerge from individual project appraisals 
should be reflected in the industry’s general strategy, or corporate plan, as it 
evolves. Conversely, major uncertainties affecting or determining overall strategy 
need to be appraised at the strategic decision stage. Those carrying out the work 
of detailed project analysis thus in turn need to be kept in touch with all the 
changes likely to affect the assumptions they are working on. With this continuous 
“ f eed back ” process it is clearly essential that risks are identified and assessed 
at each appropriate level within the organisation’s management system. 

Price Assumptions 

19. The test discount rate does not, of course, assume any change in the general 
level of prices or the purchasing power of money. In principle there is no difficulty 
in making allowance for movements in the general price level (though what allow- 
ance to make has been tricky). The rate of inflation is estimated and added to the 
annual, costings which are prepared for the investment analysis. This may amount 
to a simple percentage added to the test discount rate ; but it is normally more 
accurate to assess costs separately, since they may vary for different sectors of the 
project. Alternatively the profits of a particular investment project can be deflated 
by using an index based on the expected raite of inflation and then discounting the 
resulting series by the normal test discount rate. 

20. In practice, however, it may prove important to distinguish between general 
price changes and changes in relative prices, especially for prices which are expected 
to move . away substantially from the average trend. These “ real ” changes in 
factor prices may be due, for example, to the growing scarcity of some resources, 
or changes in world trade patterns, or (especially) wage rates increasing faster 
than prices generally. Each industry is in the best position to make its 
own assessment of these real changes, and this should form an integral part 
of the appraisal process, since such price changes not only affect the profitability 
of a specific project but may often determine the choice of technique, the capacity 
of plant installed etc. depending on likely changes in .the relative prices of different 
fuels, materials, forms of transport and so forth. 

21. Clearly where prospective rates of general inflation and movements in relative 
prices are significant, it is necessary to re-examine previous assumptions to ensure 
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that they Temain realistic. In extreme cases industries may find themselves in a 
situation where they are no longer able to finance the renewal of wasting assets and 
the replacement of working capital from internal resources. If such a situation 
seems likely to remain permanent a fundamental re-appraisal of projeots will be 
required. But even where the effects of inflation are less serious it is desirable to 
examine previous assumptions at regular intervals to ensure that they have not been 
invalidated and that the forecasts of borrowing requirements for any given invest- 
ment programme have not changed significantly. 

Summary 

The White Paper, Cmnd. 3437, explained broad Government policy towards invest- 
ment appraisal and the use of a Government-prescribed test discount rate. The 
technique of discounting cash flows for investment project appraisal has become 
widely accepted since the early 1960’s. In the nationalised industry field the Govern- 
ment would expect particular attention to he paid to : 

(a) the system effects of investment, where 'there are distinct interconnections of 
demand and/or supply as between one plant and another ; 

(b) the economics of replacement investment with particular regard to the 
optimal point in time for replacement ; 

(c) comparison of like with like when -there is a choice of investment projects 
or plant techniques to satisfy a market ; 

(d) the appraisal of risk and uncertainty, both as regards any individual project 
and the development strategy of 'the Corporation ; 

(e) the distinction between anticipated movements in the general price level 
and changes in relative prices of concern to any industry. 

All these topics could, in the Govemmient’s view, properly be the subject of 
examination in the course of the annual public expenditure survey and review of 
each industry’s corporate development plans. In one particular area of quite 
outstanding importance — the risk orientation of an investment strategy — the Govern- 
ment would expect to be the final arbiter of what is or is not acceptable in the 
public interest. 

H.M. Treasury, 

Great George Street, 

London, S.W.l. 

April, 1972. 


Annex A 


Expansion of System Industries 

1. This problem can be seen in two stages: (a) the decision on the required 
expansion of the system, and (b) how the system should be expanded. In the case 
>f the electricity industry, for example, one needs to decide first what is the required 
ncrease in peak capacity, and, secondly, whether the increase should be secured 
hrough the installation of coal-fired, oil-fired, nuclear or gas turbine generating 
capacity. 

2. Experience has shown that it is best to begin iby taking the required extension 
in capacity as given. This means that the required investment in each component 
of the system can then be estimated by comparing the costs discounted over time 
of the various alternative, ways of expanding the system so that the least expensive 
alternative . can be identified. This procedure may involve the construction of 
models which permit -the operation of the system to be simulated over the life of 
the new equipment. These models should of course take account of the effect of 
the new investment on the operation of the existing system as >a whole. Thus, the 
aim is -to find not the cost in -terms of present values -of the components of the 
system, but rather to identify the cost of alternative ways of achieving the required 
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expansion of the system. These costs calculated in terms of present values will, 
of course, be made at the Test Discount Rate. 

3. But, it is still necessary to decide what should be the increase in capacity. 
There is no easy answer to this question. It is necessary to examine demand 
forecasts, pricing policy, 'the costs of capacity expansion and the interaction between 
all three. Cleariy prices must in the long-term, and despite any short-term fluctua- 
tions, reflect costs: and since demand depends upon prices the rates of increase 
in expansion and the costs of expansion clearly depend upon one another. It is 
possible to proceed by first forecasting the future demand and hence the required 
capacity by assuming that past trends in thie price of the particular product or 
related products continue. This makes it possible to estimate the costs of expansion 
needed by using the calculation which showed the least expensive way of expanding 
the system. By calculating the actual annual costs implied by this particular 
expansion of .the system, one can then check back to see whether the initial price 
assumptions were appropriate since the actual prices that will have to be charged 
must reflect the long-run costs of providing the extra capacity as well as making 
a contribution to the industry’s financial target. If the price 'assumptions have to be 
revised, then the implications of 'this for demand and hence the required capacity 
expansion should be found and the least expensive way of providing this expansion 
will have to be calculated again,. In this way, through a process of successive 
approximation, a consistent set of costs for the expansion of the system, the optimal 
level of investment, annual costs and prices will be found. 

4. Thus, while it is possible to suggest procedures for using discounted cash flow 
techniques in system industries, in practice the problems are far from easy and are 
inextricably bound up with pricing policy. There is also the point that when one 
is dealing with a system -as a whole it may well be 'that it would be more logical 
to take account of an increase in demand by varying prices rather than by altering 
the amount of capacity available to meet demand. For example different charges 
for peak and off-peak loads are one obvious way in which a systems industry can 
respond to changes in demand. 

Examination of Witnesses 

Mr. A. J. Phelps, Under Secretary, Public Enterprises Division, Mr. J. F. Slater, 
C.M.G., Assistant Secretary, Public Enterprises Division, Mr. M. S. Buckley, 
Principal, Public Enterprises Division, and Mr. Bowman, an Economic Adviser, 
H.M. Treasury, called in and examined. 


Chairman. 

807. Mr. Phelps, on behalf of the Sub- 
Committee I welcome you and your col- 
leagues. Thank you for the memoran- 
dum you have submitted to us. We 
wish to channel most of our questions 
towards that memorandum, and there 
will also be supplementary questions that 
occur to Members of the Sub-Committee 
as we go along. I would like to start 
by referring to your paragraph 2 where 
you state that the Government must con- 
cern itself with the profitability of the 
industries and with the degree of self- 
financing they are able to achieve. Are 
you satisfied with the degree to which 
the nationalised industries are able to 
self-finance their investment at present? 
~ (Mr. Phelps .) I am bound to admit 
that the degree to which they are able 
394416 


to finance their own investment at the 
present time has been affected by the 
price restraint policies of the last two 
years or so. To that extent I think the 
level of self-financing overall is lower 
than it would have been and, I think, 
lower than, all other things being equal, 
we should have liked to see. But the 
importance of countering inflation has 
been regarded by the Government as 
taking precedence over what one might 
call nationalised industries policy, and 
to that extent self-financing has suffered. 

Mr. Golding. 

808. What checks are there at all in 

this sort of situation on efficiency? 

This is a very broad question. The 
long-term financial targets, of course, 
have remained except to the extent that 
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one or two of them have run out For 
example. Post Office targets ran out at 
the end of the last financial year, that 
is to say, four days ago. They clearly 
have not been entirely meaningful in 
the circumstances of price restraint. 
At the same time the industries them- 
selves clearly have the utmost incentive 
to keep up their surpluses or hold down 
down their deficits, if they have been 
forced into deficit, to the maximum ex- 
tent possible, and we are in close touch 
with the industries about their perform- 
ance. We conduct the investment re- 
views on the basis that there will be 
a return to financial viability over the 
period so that this ensures that they 
do not undertake excessive investment 
programmes. And, as I say, we keep in 
touch with the industries. I think we 
may want to work out some system of 
short-term arrangements with the indus- 
tries to cover the period until we can 
get back to a system of long-term finan- 
cial objectives, but we have not been 
able to embark on this in any detail 
until the price and pay code was worked 
out, and that again has only just taken 
place in the last few days. 

Chairman. 

S09. You referred to long-term finan- 
cial objectives. We know what you mean 
by that in general terms, but could you 
perhaps give us a word or two about 
the philosophy which lies at the back 
of that sort of statement For example, 
you at the Treasury as an instrument of 
Government policy are in effect counsel- 
ling the nationalised industries that they 
should go for all they are worth in 
terms of maximising return. Are you 
aiming on a long-term replacement basis, 
as it were, counselling them, in the im- 
mortal phrase, to “cut even” taking 

one year with another, or what? 

The basic intention of the financial ob- 
jectives is, of course, to set some sort 
of target to the industries, a target 
tailored to the circumstances of each 
industry which it can obtain over the 
period in question, normally five years, 
sometimes four, which will be some- 
thing rather better than the old break- 
even, which normally will facilitate some 
sort of contribution to self-financing 
and to reserves but which does take 
account of the circumstances of the 


industry, i.e. where there are social con 
siderations apart from the purely 
commercial ones. 

810. Are you saying that the advice 
you would tender to the respective 
nationalised industries would in effect 

differ from one to another? Oh 

certainly, in terms of the targets they 
should aim at, yes. ‘ 

811. That is not quite the answer to 
the question which I wanted. Is there 
a common philosophical approach or is 
it very much a question of saying we 
are happy enough to see industry X 
going for all it is worth and making as 
much of a surplus as is possible whereas 
in the case of industry Y for social 
reasons we are happy if they just about 
make it in terms of surplus? Is it 

flexible in that sense?- It is certainly 

flexible in that sense. 

Mr. Stoddart. 

812. You say the objective is long- 
term financial viability. I would like to 
know how longterm this is going to be 
and how you are going to achieve it, 
because certainly in the short term— 
and the shorter term is getting longer 
as the years go by — the nationalised 
industries and their prices 'are getting 
right out of touch with reality. Are 
we to accept that when the Treasury 
and the Government decide that they 
shall now again become viable we are 
going to have sudden increases in the 
prices of commodities, or are you think- 
ing that this might be phased out over 

a longer period of time? Could I 

clear up a possible misunderstanding? 
In fact when I used the word "long- 
term ” I was associating it closely with 
the word “objective” — the longterm 
objective. But on the question of the 
path back to viability, this is very much 
a matter for Ministers. I cannot begin 
to answer exactly how they will want to 
proceed here, but where the gap between 
costs 'and prices is a large one at present, 
then one would expect, I think, that 
wider considerations would prevent any 
vast jump in terms of nationalised indus- 
tries policies. This is essentially some- 
thing which Ministers will want to con- 
sider and again, I am sure, something 
they will want to look at industry by 
industry. 
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813. It must surely give your Depart- 
ment a certain amount of worry though, 

must it not? The fact that prices 

and costs are out of line? 

814. Absolutely? Yes. 

Mr. Golding. 

815. Could you tell me when you 

would expect the new target for the 
Post Office and on what basis it would 
be arrived at? Again it is very diffi- 

cult to predict. In part this is some- 
thing which Ministers are bound to 
have views on. I would think myself, 
since we have only just started on phase 
two of the counter-inflation policy and 
phase three begins in the autumn, the 
future then may be rather dearer than 
it has been for a while in the recent 
past. I think it is possible that one 
might be able to think in terms of getting 
back to longterm financial targets for the 
Post Office from 1974-75, but much will 
depend on how things go in 'the next 
few months. Certainly it would not be 
sensible to think of re-establishing 
targets in 1973-74. 

Chairman. 

816. In your paragraph 3 you refer 
to the need sometimes to undertake a 
far-reaching review of an industry’s 
prospects. Is this the sort of review 
which the British Railways Board is 
undergoing at. present? What other in- 
dustries have been similarly reviewed in 
recent years? What is the Treasury’s 

role in such reviews?- Yes, the sort 

of .review which is going on at the 
present time in relation to British Rail- 
ways is the sort of thing we had in 
mind. Here we have a situation in 
which the high' hopes of the 1968 Trans- 
port Act were not working out and it 
clearly became necessary to take a fresh 
look at circumstances. Hence the need 
for a review. Another such review I 
had in mind is of the steel industry 
which one way and another took quite 
a long time but the results of which 
were eventually seen in the ministerial 
statement and the White Paper of last 
December. In its way I suppose another 
one is. the review of the coal industry 
following, last year’s industrial action, 
a. new- . look at the role of 
the coal industry in the economy. 
You asked- me about the Treasury’s 
role. I think I must begin some Way 


back. Essentially the role of the Treasury 
as a Department, or its main function 
as a Department, is the management of 
me economy. A considerable part of 
the Treasury is concerned with public 
expenditure because the public sector is 
such a considerable part of the economy 
and the management of public expendi- 
ture therefore plays an important role 
in the wider management of the 
economy. We have become more con- 
cerned these days with getting in on the 
ground floor of policy discussions. I 
ttunk. perhaps if one goes back ten or 
fifteen years the Treasury tended to sit 
back, let other departments formulate 
policy as they saw the need, then apply 
to the Treasury for authority. We have 
come to regard that increasingly over the 
years as not the most effective way of 
doing things, and I think this is all the 
more true when one is involved in the 
sort of far-reaching reviews we are talk- 
ing of here. It would not honestly 
make sense for the Treasury to let the 
Steel Corporation and the D.T.I. work 
out exactly what they wanted to do with- 
out our taking any part in the considera- 
tion and then for ns to come in and say 
whether we like it or not. So in these 
reviews we tend to be associated with 
the Department, as it were, as part of 
the government team, from the begin- 
ning. In these reviews we are concerned, 
as I say, particularly with the wider econ- 
omic questions. The Department is con- 
cerned particularly with what one might 
call sector policies, but to a very con- 
siderable extent there is these days a dia- 
logue between departments and a certain 
amount of give and take in this respect 
Essentially our concern here is to watch 


the wider interests of 'the economy. We 
are particularly concerned, of course, 
with the public expenditure implications 
of decisions. We are also concerned with 
balance of payments, and it may fall to 
us to watch things like employment con- 
siderations, when we should want to 
make sure that the Department of Em 
ployment were brought in. Regiona 
consideration is another thing where 
both we and, say, the D.T.I. would be 
concerned. 


■ Mr. Tugendhat. 

'817. Would you feel' that the role of 
the Treasury as you defined it is, in 
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practice at any rate, strengthened by the 
fact that the nationalised industries are 
in sucih deficit? My impression would 
be that at a time when the nationalised 
industries are basically fulfilling their 
targets, or sometimes even exceeding 
them, the leaders of the industries have 
much greater independence from you 
than would be the case at present?— — X 
think it is almost inevitable that, if an 
industry is in deficit and looking for 
financial support from the Government, 
both the sponsoring department and the 
Treasury have to play a bigger role, 
have to interfere a little bit more in the 
management of the industry, in one way 
or another. I am not sure, however, 
that I would agree that we like to have 
this extra influence. I think on the 
whole we would rather that the industries 
were strong. (Mr. Slater.) It is not only 
policies that count in this field, of course. 
Personalities count too and some in- 
dustries have been able to survive quite 
prolonged periods of severe financial 
difficulty by maintaining a marked degree 
of independence, and conversely 

Mr. Tugendhat.] I can think of one 
or two examples perhaps. 

Mr. Crouch. 

818. Mr. Phelps, I am thinking about 
this question of the far-reaching reviews 
which are undertaken. I would be in- 
terested to hear your comment ‘as to how 
far you think the Treasury should go 
in penetrating these sorts of reviews. For 
example, there is a great deal of ohange 
happening in the industrial sector, par- 
ticularly in certain nationalised in- 
dustries. Take, for example, British Rail 
whioh is at the moment considering the 
prospects of the Channel Tunnel. This 
is not only a question of boring a hole 
under the Channel; it is question of 
considerable investment on this side in 
changing the whole structure of a certain 
sector of British Rail which is a very 
big thing. This obviously has to come 
to the Treasury. I would be interested 
to know how far you go in a thing like 
that where we are probably talking of 
an investment of several hundred million 
pounds. Another investment that con- 
cerns me is that of the National Coal 
Board. Now, the National Coal Board 
is enjoying the benevolent feel of 
Government as .distinct from the 
critical feel of Government, as it has 


had in the past. The National 
Coal Board is now thinking 0 f 
as it were, capitalising on its opr™’ 
(unity and investing in those areas where 
it has the greatest economic opportunity 
in thie central area, Nottingham and the 
South Yorkshire coalfields, rather than 
in all the coal fields, the perimeters and 
so on. How far does the Treasury go 
in these detailed examinations? Havel 

made myself clear? (Mr. Phelps) 

Yes, indeed. It is just that it is not 
an awfully easy question to answer. Let 
me answer on the Channel Tunnel first 
This is a good example of the sort of 
point I was making earlier. The primary 
responsibility within the Government for 
the Channel Tunnel rests with the De- 
partment _>of the Environment, but they 
have an inter-departmental group under 
their Permanent Secretary on which the 
Treasury .regularly sits. This is a kind 
of steering group for all the govern- 
mental problems that arise in relation 
to the tunnel, including the rail invest- 
ment, the roads, and anything else that 
may affect the Government interest 
Under ‘that steering group there are a 
number of working groups and in one 
or more of these the Treasury actually 
takes the lead because it is concerned 
with the financing aspects. So that, in 
terms of involvement in the Government 
end of the project, the Treasury is there 
fully throughout. Similarly in relation 
to the discussions which led up to tk 
Coal Industry Bill and, .of course, in re- 
lation to the discussions of the coal 
industry’s investment programme which 
is coming up for consideration any day 
now, in effect, and which will need to 
reflect the decisions taken which led 
to the Bill which is now an Act. I hope 
that answers the question. 


819. What I am concerned with (and 
we have often bad this thought in this 
Sub-Committee over the years) is as to 
where the Treasury sits with regard to 
the sponsoring ministry. A phrase has 
often been used journalistically about 
the “ mandarins of the Treasury ”. 
Something you said earlier made me 
feel the mandarins are not as strong 
as they were. In one way I would 
like to think they were not ; in another 
way I would like to think they were 
strong and also liberal in their under- 
standing of the problems they were faced 
With. Detailed problems like this— I 
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want to choose my words in this ques- 
tion very carefully — could be, I would 
not say quite beyond the comprehension 
of the Treasury, but so detailed as to 
require the Treasury to ask a lot of 
questions of the sponsoring ministries 
as to the reasons for such a requirement. 

1 think particularly of British Rail’s 
further investment to make the Channel 
Tunnel a viable operation, or the 
National Coal Board’s wanting to be 
sure that their investment is in the right 
places rather than just generally as a 

figure? Of course, we always have 

to walk the rather narrow path between 
standing right back and letting the de- 
partment do its job and looking over 
the department’s shoulder all the time 
to make sure the department is doing the 
job adequately. As I said earlier, I think 
that perhaps fifteen years ago or so we 
were too remote, and perhaps it is those 
days which led to the mandarin image. 

I do not think most of us would see 
ourselves as mandarins any more, and 
we do reckon much more to get involved 
in at any rate some of the details of 
the policies that we are concerned with 
as making up the total of public ex- 
penditure. We feel that we cannot 
adequately assess whether the level of 
expenditure on the programme is right 
or not without knowing something 
about how it is made up and something 
about the considerations which have led, 
as you say, to the choice of pits in one 
area as opposed to another, or the siting 
of a railway terminal for 'the Channel 
Tunnel or something of this sort. 
Equally we are very much concerned to 
see that we do not simply duplicate the 
department’s job. This is particularly 
important when 'the department itself 
anyway has to guard against duplicating 
the industry’s job. We are not here 
simply concerned with the dialogue be- 
tween the Treasury and the executive 
department, but we have the Treasury 
and the department and the nationalised 
industry. It is very difficult for me to 
give a more specific or perhaps even 
more reassuring answer. But, as I say, 
we do try to know enough about the 
details to be reasonably sure that a 
programme is soundly based without 
actually trying to take over the depart- 
ment’s, let alone the industry’s, job for 
them. 


820. Supposing the National Coal 
Board came up with such a project 
as to suggest that it was advantageous 
to sink a new pit in the Nottinghamshire 
or South Yorkshire coalfields, the ex- 
penditure being £40 or £50 million, which 
is veiy large, and not just a supplement 
of existing expenditure on existing coal- 
fields; or, for example, if British Rail 
said “ We need to electrify on overhead 
cable 25 kV system from, for example, 
Dover to connect with Euston and so on 
to Liverpool and Manchester ” — a rather 
expensive operation, would the Treasury 
look at that helpfuly like a banker might 
look at something and in some detail 
as an economic planner, or would it 

be distant in the matter? Of course, 

the first point is that we would expect 
the department to ask many of the ques- 
tions which would immediately occur to 
us. What is likely to be the rate of return 
on this investment? What are going to 
be the non-financial costs and benefits? 
How will this affect employment?, etc. 
We should want to be sure that the 
department was asking the right ques- 
tions and that, between the resources 
of the department and the Treasury, we 
were able to get answers which we would 
regard as satisfactory. On a thing of 
this kind there might very well be close 
association both between the administra- 
tors in the two departments and between 
the economists in the two departments. 
As I said, there would to an extent be 
a joint assessment here. But we would 
expect the department to take the 
primary responsibility in assessing the 
project. We would want to feel sure at 
the end of the day that the department 
had done a good job, asked the proper 
questions and got satisfactory answers. 

Chairman. 

821. Would you say the “Slater 
factor ” applies here— personalities might 
determine the depth' of your involve- 
ment?- — I think it is inevitable in the 
real world, yes, Mr. Chairman. 

Sir Donald Kaberry. 

822. I think most of the points I 
wanted to raise have been answered in 
answer to the questions of my colleagues,, 
but I have also heard of the phrase 
“ the dead hand of the Treasury ”, How/ 
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do you look upon your role when an 
industry comes along and asks for 
approval to spend a lot of money? Is 
it a restraining influence or is it one 
which says “ Here is a great adventure, 
we will go along with you and back it 
up”? You seemed to accept rather 
quickly Mr. Crouch’s great advocacy of 
a Channel Tunnel. There is great con- 
troversy about it. If that came before 
you in the Treasury, would you take 
separate advice apart from the spon- 
soring department as to whether or not, 
for example, that was a proper thing in 

which to be adventurous? 1 do not 

think ordinarily we would take separate 
advice on this. 

823. Have you ever taken separate 
advice? May I consult my col- 

leagues? I have not been long in the 
Division. I do not think that the 
Treasury as such has employed separate 
advice. Of course, there are many occa- 
sions on which the Government has 
taken separate specialist advice if it felt 
it had not got the resources within gov- 
ernment. In a sense our job in this par- 
ticular Division of the Treasury is easier 
than that of some of our colleagues, 
because ordinarily the first question one 
wants answered in relation to a 
nationalised industry investment is, is it 
likely to' pay? In this sense we are 
very like bankers and, as I say, this is 
the first question we would ask. We 
would interpret payment in broader 
terms than a banker ; we would want 
in many cases to bring in some of the 
non-financial costs and benefits, but 
essentially, as far as the nationalised in- 
dustries are concerned and so far as the 
Channel Tunnel is concerned, the ques- 
tion we should want answered is, will 
it pay? If I may just develop that a 
moment in terms of the Channel Tunnel, 
we shall want to know first of all whether 
it will give an adequate rate of return to 
the companies, what government will get 
out of it in terms of the profit arrange- 
ments to be negotiated, and at the end 
of the day we shall want to know what 
the. environmental and other costs and 
benefits are of driving this tunnel in this 
particular place, and we shall want to 
know what the effect will be on British 
Rail’s finance. 


824. Social? Social as well, ia. 

deed, yes. We shall want to look at the 
whole range of non-financial costs and 
benefits. If these then seem to give a 
satisfactory return, then we would look 
favourably on the investment. 

825. One more little question within 

that and away from the Channel 
Tunnel : has there ever been an 

occasion when a nationalised industry 
has presented to the Treasury a scheme 
and the Treasury has said “This is aii 
excellent scheme, we will authorise more 

than you are asking for ”? Again 

I am not sure that I can recall one, but 
I can think very readily of a case in 
which the Treasury might — again, you 
see, it is difficult to distinguish between 
the Treasury and the department in this 
case. For example, we would want to 
look at the assumptions of the electricity 
industry in relation to demand, and we 
might say to them — when I say “we” 
I am thinking of the Treasury and the 
D.T.I. jointly — “ Are you sure you have 
got your assumptions about peak 
demand X years hence right? Are you 
sure you are not under-pitching it? ” 
This might indeed lead to an increase 
in electricity investment ; similarly in 
terms, say, of the telephone system. 
There is one other aspect which Mr. 
Slater has reminded me of ; that is that 
we have sometimes, not least in the 
fairly recent past, said to the industries 
“ We are concerned about the slack in 
the economy. Is there some investment 
which you can bring forward in order 
to take up some of that slack? ” This 
again has been clone in recent years. 
To that extent we, the Government, have 
invited the nationalised industries to 
spend more than they were themselves 
proposing to spend. 

Chairman. 

826. Mr. Phelps, scaling down a little 
bit from the obviously very expensive 
Channel Tunnel project, taking an 
investment of, say £10 million, I notice 
you regularly use the royal “ we We 
think this, we decide that. Who is the 
“ we ”? At what level does a Minister 
become actively involved, and at what 
level are you the bloke who gives the 
thumbs up or thumbs down? Tell us a 
little bit about the way it happens? — - 
This must depend very much on the 
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programme of, course. £10 million in, 
say, the electricity programme is very 
much smaller pro rata than £10 million 
in the investment programme of, say, 
the National Freight Corporation, so 
that I think one does not proceed 
simply by a fixed figure. Again 
one has to go back to the beginning. 
Each year the nationalised indus- 
tries submit to their sponsoring 
departments their investment pro- 
grammes for the five years of the 
public expenditure survey period. These 
are examined by the sponsoring depart- 
ment with the Treasury and sometimes 
the actual submissions have taken place 
after tripartite discussions between the 
industry, the department and the Trea- 
sury. These result in the compilation of 
a run of figures for five years in the 
report on public expenditure which goes 
to Ministers. On the basis of this report 
they approve figures not only for 
nationalised industries investment but 
for the whole range of public 
expenditure programmes, and in due 
course these are published in the 
annual public expenditure White Paper. 
The industries, out of that process of ap- 
proval, are given figures of approved in- 
vestment expenditure for the following 
year, sometimes for the year after, and 
the last two years of the PESC period are 
there on the table, as it were, as indica- 
tive figures for their planning procedures. 
It may well be that within that invest- 
ment programme there is nothing of 
sufficient importance to merit the atten- 
tion of Government as such. That is to 
say, when one has said “ All right, this is 
your investment programme ”, the in- 
dustry has enough clearance to go ahead. 
Equally, it may be that in discussion of 
the investment review the Government 
have said to the industry “ We would like 
to know more about such and such a 
project before you go ahead with it ”. It 
may be that it is clear from the start that 
there is something here of such a scale 
that, even though the investment pro- 
gramme as a whole has been approved, 
the department wants to know more 
about it. If one thinks of a specific pro- 
ject within the whole that the Govern- 
ment has indicated at the time of the in- 
vestment review it wants to know more 
about before the actual go-ahead is given, 
then there will again be discussions be- 
tween the industry and the department, 


between the department and the Treasury 
—sometimes on a tripartite basis — and I 
think normally one would expect that 
the project of this kind would go to Mini- 
sters, either for joint approval between 
the sponsoring department Minister and 
the Treasury Minister, or conceivably 
for the Cabinet as a whole, ft would 
be unusual for projects within this area 
to be approved by officials without going 
to Ministers. 


Mr. Golding. 

827. Has the Treasury been involved 
in discussion of the TXE4 telephone 
exchanges? A decision has not yet 
been arrived at. I think you said the 
first question the Treasury asked is, is 
it likely to pay? Can you tell me where 
the industry is in what is a monopoly 
how you arrive at a price for new pro- 
ducts? I am always interested in the 
question of price because, for the life 
of me, I cannot see how in a monopoly 
situation you can ask that question mean- 
ingfully for a number of years ahead. 
Secondly, do you ever ask the question, 
what will be the consequences of not 
making the investments to the economy, 

to the industry? On the question of 

TXE4, yes, indeed, we have been asso- 
ciated with the consideration of this pro- 
ject from thq time that Government 
became involved. On the question of how 
you arrive at a price in a monopoly 
industry, this really is quite a difficult one, 
but essentially, of course, the answer to 
your question is given in Command 3437 
which talked of the importance of relat- 
ing prices to long run marginal costs. 
We would expect an industry in a mon- 
opoly situation broadly to price on that 
basis. It is true that in such a situation 
the consumer is bound either to pay 
the price 

828. Could I break in there? This 
seems to me to be a circular argument. 
You asked the question, is it likely to 
pay? In private industry it is clear 
that you decide what you can get back 
for your commodity at a price that you 
think will appertain in the market ; then 
you judge whether your costs will cover 
the prices. What you say here is that 
you will fix your prices according to 
your marginal cost, presumably to cover 
your marginal cost,* so what you are 
saying is that ' of necessity, as far as I 
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can understand it, if you fix your price 
to cover your cost every investment must 

pay? Yes. May I come back to 

that in a moment, because I was going 
to say (and I think that part of the 
answer to your question resides in the 
next part of your earlier question) if one 
takes, for example, the telephone system, 
in principle here we have a monopoly. 
In principle, as you say, the Post Office 
can charge what it likes for telephones. 
One either pays their price or does not 
have, or does not use, a telephone. It 
is a very valid question to ask, what 
happens if the investment does not take 
place? What does this mean in terms 
of satisfaction of demand for tele- 
phones? — which again, of course, is 
related to price in terms of coverage 
of the country in terms of telephones. 
But the fact is, of course, that the 
number of truly monopoly situations in 
the nationalised industries are really 
fairly few. For example, we have com- 
petition between the electricity and gas 
industries, with the private sector as 
well. We have rail in competition with 
roads. The Post Office is probably the 
only one of these where there is quite 
such a monopoly situation as to give 
you the purely circular argument which 
you were postulating. (Mr. Buckley.) 
Could I supplement that, Mr. Chairman? 
If the prices are charged at a level 
appropriately related to long run mar- 
ginal costs, which include the cost of 
capital, then were excess capacity to be 
installed, that capacity would not be at 
an adequate level of remuneration. I 
I quite accept Mr. Golding’s point. 
There is some difficulty about pricing 
policy. Long run marginal costs are not 
a precise concept that gives a unique 
answer, but in principle I think this 
must be the reply. 

Mr. Golding.] It does strike me as 
most hit and miss because really all 
your plans depend on the revenue which 
you are going to obtain. It does not 
seem to me that a solution has been 
found in the White Paper to the prob- 
lem of finding rational investment 
decisions in the public sector. 

Mr. Stoddart. 


know how far they are initiators in 
matter of reviews of policy or L, 
the departments are. I shU fi^™ 
a shadowy sort of organisation in 
could get back to this question of ini 
vention in the nationalised indmhf 
and the Treasury’s role, on & 
blem of pricing at the present £ 
which of course is entirely tied !' 
with future demand, for eMn J p 
if the Government is interfering X 
the price structure in the electricity T 
ply industry and keeping the level of 
prices below what that level should h 
taking all the elements of cost mt! 
account, then the future demand T 
cause of the price relationship, win t.' 
greater than it otherwise would be had 
the Government not interfered How 
do you manage to evaluate this in decid 
mg whether you will allow the elec 
tricity industry to have another £100 mil- 
lion to put up a conventional or £150 
million to put up a nuclear power 
station? This must be difficult, must it 

not? (Mr. Phelps.) It has not proved 

difficult so far because we have always 
as we have believed and hoped, been in 
a short-term situation, an interim situa- 
tion, and in looking at the level of in- 
vestment ahead — and, of course, one is 
planning a very long way ahead in rela- 
tion to electricity investment— it has 
been not unsensible to postulate that 
well within the PESC period the industry 
would get back to a pricing structure 
which reflected costs, so that one was 
able, as it were, to iron out to a very 
considerable extent the effect of any 
increased demand from the below-cost 
prices, as they at present are. 


830. I wish I could believe that. For 
many years the electricity industry was 
basing its estimates on a doubling of 
demand in ten years and you very well 
know that that has now been altered 
and the actual growth is 5 per cent 
rather than 10 per cent. I think yon 
can make the mistake the other way! 

Of course, .this is a very difficult 

area. In recent years the electricity in- 
dustry has successively been reducing its 
future load forecasts and is still doing 
that, despite the effects of a couple of 
years of price restraint. 


829. I must confess that I still have Mr. Crouch. 

not clearly grasped-, the role of the Trea- 831. I am trying to find out where 
sury in the decison making. I do not the Treasury fits in this decision making 
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process. Supposing the D.T.I. come to 
you and say “We have a representation 
from the National Coal Board that they 
want to sink another pit now in Notting- 
hamshire or South Yorkshire, the cen- 
tral area ”, would the Treasury turn 
round and say “ Look, you have had 
your Coal Industry Act, you must make 
do with that. You have had a very 
generous treatment, we the Treasury 
have looked at this and advised the 
Government to go ahead with this. You 
cannot suddenly come along with 'this 
suggestion now ”? Would you make 
such an interim decision or would you 
leave it to their recommendation that 
they have an idea which they t hink is 
good because they are closely associated 

with the problem? Our first reaction 

undoubtedly would be “ How does this 
relate to the Act and the investment 
plan which flows from that Act? ” It 
might be that the Coal Board would be 
able to demonstrate to the D.T.I. and 
to ourselves that there was a perfectly 
good reason for this addition to their 
programme. If so, we should then have 
to consider — this is where the Treasury 
has its own particular role — whether an 
addition to the total of public expendi- 
ture which I am postulating for this pur- 
pose could be accommodated or not. 
Again, (this is not a simple decision and 
things do not come up one at a time. 
One is always looking at a variety of 
changes in a very large programme. But 
this is how we would look at it. First of 
all, what is the reason for the change? 
Then, if a prima facie need for the 
change was established, could it be fitted 
into the programme? What would be 
the consequences? If we had doubts 
about it, this would be something for 
•Ministers to resolve. 


I myself can answer exactly where the 
initiative came from for corporate plan- 
ning. Perhaps I could ask one of mv 
colleagues. I will answer the rest of 
your question, then come back to that. 
I his, I am afraid, is the fault of my 
having been in the seat only four 
months and I am not very well 
acquainted with exactly how this arose. 
As far as the advantages of corporate 
planning that we see are concerned, it 
seems to us .that this should give an 
opportunity for a clearer examination of 
the nationalised industries’ objectives and 
a £^j^ ter ^P^rtimity for the assessment 
of different methods of achieving them. 
We set particular store by the creation 
of this opportunity for looking at alter- 
native options. Out of this we would 
think that Ministers would be able to 
exercise a better informed influence on 
the strategies of the industries and that 
this m turn ought to lead to less ad hoc 
intervention in their management. 


. _ 833 - 0n the other part of the question, 

Mr. Slater or Mr. Buckley? (Mr. 

Buckley .) In fact, some of the industries 
have for some years been moving towards 
the adoption of corporate planning 
systems of their own initiative. In addi- 
tion there was a working party under 
Treasury chairmanship with representa- 
tives of sponsoring departments which, 
under the present administration, con- 
sidered a number of matters relating to 
the. nationalised industries. One of their 
main recommendations was that cor- 
porate planning should be encouraged 
among the industries and that encourage- 
ment, I think, has taken place. I would 
not like to claim the Treasury was solely 
responsible for that, it was a joint 
enterprise. 


Chairman. 

832. Referring to paragraph 7 of your 
memorandum, Mr. Phelps, you state that 
it is Government policy to develop, and 
make mo : re systematic the consideration 
of the investment strategy of the 
nationalised industries by encouraging 
the adoption of corporate planning. Did 
the Treasury take the lead in this? 
Would you expand on the benefits you 
see emerging from the general use of 
corporate planning? I will have to ask 
you to do it in outline rather than going 
into great detail? -I am not sure that 


834. A good idea that had a number 

of fathers? Yes. (Mr. Slater .) Mr. 

Phelps has stressed the value o-f this 
long-term presentation in 'giving Govern- 
ment an idea of the range of options. 
It is just because this job, to be well 
done, requires a great deal of resources 
in terms of rather scarce manpower, that 
I suspect some industries have failed so 
far to develop to any degree this tech- 
nique. But certainly in those which have 
it has been quite remarkable to me to 
see in consequence the improvement in 
the more general annual review pro- 
cedures ; because they have devoted 
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their minds to a longterm look at the 
situation and have evaluated alternative 
strategies over a considerable period of 
time, when it comes to the annual 
review you have a mvph greater feeling 
of depth about the whole analysis. 

Mr. Dormand. 

835. Could the witnesses tell us what 
form the encouragement — that as the 
word that has been used— takes? It is 
likely to include any financial sanctions? 

^{Mr. Phelps.) We had not thought 

of financial sanctions. I think it is rather 
as Mr. Buckley said: some of the in- 
dustries at any rate were, tending to 
embark on corporate planning on their 
own initiative, the Government saw ad- 
vantage in this and in effect said “ J oily 
good, carry on the good work ”, and to 
those who were not embarked on it 
“ What about having a shot your- 
selves? ”, Certainly there is no thought 
of financial sanctions or anything of 'this 
sort. Generally .we would think it was 
of advantage to both sides. 

836. You have not answered the first 
part of my question. What form does 

the encouragement take? 1 am sorry, 

I thought I made it clear that the en- 
couragement in effect takes the form of 
saying “We are glad that you, such 
and suoh industry, have embarked on 
corporate planning, carry on, we like 
this, we welcome it and will fit it into 
our system ” ; and to those that have 
not saying “What about having a shot 
yourselves ”. It is encouragement of 
that kind. 

Mr. Crouch. 

837. I am a bit worried about this too 
ready acceptance of the phrase “ cor- 
porate planning ”. It is almost like say- 
ing “ We believe in God ” without 
understanding the meaning of “god”. 
One hears it so often in this Sub- 
Committee. You speak, for example, of 
corporate planning as such a good thing 
and some nationalised industries are 
better than others at it. Yet one hears 
more and more today of nationalised in- 
dustries which are no longer thinking in 
terms of selling their product commer- 
cially and making a profit out of the 
product ; they have got well beyond that 
stage and are well into the red. Some 
industries like the Gas Corporation are 


already dismayed at the prospect of no 
longer selling their product and their 
service at a commercial rate. They are 
dismayed at 'this and they fear they are 
going the way of some other nationalised 
industries. If we are so pleased about 
corporate planning, should not the 
Treasury be holding up one or two texts 
which are more important than corporate 
planning and saying, “ For God’s sake 
keep yourselves on a commercial basis” 1 )’ 

Do you follow me? Yes, I follow 

you, Sir. With respect, I am a little sur- 
prised at, for example, what you say 
about the Gas Corporation but 

838. That is the future thought of the 

Gas Corporation? 1 think we would 

certainly want the nationalised industries 
to continue to operate primarily on a 
commercial basis. There are clear cases 
where they are required to perform social 
or other functions so one cannot think 
in terms of 100 per cent, commerciality, 
but indeed we would certainly want them 
to perform essentially as commercial ani- 
mals. As for the advantages of corpor- 
ate planning, I certainly lay most empha- 
sis on the ability to look at alternatives. 
I think that the ordinary once a year in- 
vestment review tended to force us to 
look at the one preferred option of the 
industry without real time to investigate 
alternatives. The corporate planning pro- 
cess we hope will enable us to get a look 
at alternatives with the industry, to get 
the industty to look at alternatives, and 
I think it is almost certainly no less im- 
portant in those industries which are, or 
see themselves, getting into financial diffi- 
culties than in those which are clearly 
viable and see no difficulties. 

Mr. Stoddart. 

839. Do you think that corporate plan- 
ning can lead to the making of bigger 
mistakes which are less easily rectified? 

In theory I suppose yes. Associated 

with some of our other developments, 
for example, we refer in our memoran- 
dum to work on risk and uncertainty, 
Now, I do not want to over-sell this 
at all, but I think we are all nowadays 
paying more regard to things like the 
effect of variations in basic assumptions 
and this sort of thing. I would hope that 
while it may be, if you go in for this 
on a bigger scale, you are liable to make 
bigger mistakes, we are able to guard 
against that particular weakness. 
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Chairman. 

840. In your experience, are the 
nationalised industries as up to date as 
the leading firms in the private sector in 

the area of corporate planning? This 

clearly varies from industry to industry. 
I would suspect that on the whole the 
leaders in the private sector are ahead of 
the leaders in nationalised industries. 
This is more a matter of suspicion than 
of certainty. I think also it is the case 
that, because of the structure of some of 
the nationalised industries, it is particu- 
larly difficult for them to go in for 
corporate planning, though perhaps all 
the more necessary that they should do 
so. 

841. It seems to the Sub-Committee 
that some nationalised industries are be- 
ing more backward in introducing cor- 
porate planning than others. Have you 
any theory as to the reason for this? If 
it is true, is it more appropriate, for 
instance, for certain industries than for 

others? 1 think it is true that some 

are clearly more advanced with their 
work in this field than others. In part 
this is a reflection of the fact to which I 
was referring just now, that with a large 
industry with regional organisations of 
the kind of the electricity industry it is 
quite difficult to get ahead with genuine 
corporate planning and at the same time, 
as I suggested, perhaps all the more im- 
portant that they should do so. This is 
no criticism of their performance, but I 
think it is important that, despite the 
difficulties, they should press ahead and 
try to get corporate planning. 

842. What other developments have 
there been in recent years in capital in- 
vestment appraisal by the nationalised 
industries, especially concerning the dis- 
count rate, the treatment of risk and 

the length of the time horizon? On 

the test discount rate, you will know that 
the rate which was originally set at 8 per 
cent, was raised in 1969 to 10 per cent. 
We have kept it under review but so far 
we have not found sufficient evidence to 
justify a change upwards or downwards, 
so that the rate remains at 10 per cent. 

843. Why was it taken at 10 per cent., 
because of financial pressures or what? 
— — No. This was the result of a good 
deal o'f evidence that, partly perhaps as 
a result of the Corporation Tax change 
since the 8 per cent; rate ha'd been intro- 


duced, private industry appeared to be 
aiming for something higher than we had 
taken account of in fixing the 8 per cent 
rate. 


Mr. Stoddart .] This test discount ap- 
plies to all the nationalised industries 9 
Yes, Sir. 

844. It used not to surely? Was 
there not a different rate for 

electricity and gas, for example? (Mr 

Buckley ) No, I think that relates to the 
financial objectives, Sir. 


Mr. Dormand. 

845. Who are the people in the 
Treasury who undertake capital invest- 
ment appraisal? Are they economists, 
accountants, expert laymen, people who 
have been in business and come into the 
Treasury? What is the background of 

the people engaged in this work? 

(Mr. Phelps .) The investment appraisal 
itself is, of course, undertaken by die in- 
dustries. It is the Treasury that helps 
to co-ordinate, and codify and to an ex- 
tent takes the lead in development of 
thinking on methods of investment ap- 
praisal. Here it is done by a mixture, 
primarily because of the composition of 
the Treasury, of economists and admis- 
trators. 


Mr. Crouch. 

846. In your Division, how many econ- 
omists are there? In the Division as 

such in the sense of people in the econ- 
omist class of the Civil Service, none. 
A number of us have economic training 
of one kind or another, and we do have 
the services of members of the Economic 
Section of the Treasury, including Mr. 
Bowman. 

847. That was rather like a political 
answer. We have raised that question 
here before. I wanted to know whether 
you had any economists in that Division? 

It is partly a matter of how you 

define economists and what you mean by 
“ in the Division ”. I am not sure whether 
we can rapidly total up how many have 
economics training or degrees. We think 
four or five. 


Mr. Tugendhat. 

848. Would you not agree that the 
fact that somebody read economics at 
university anything between 10 and 25 
years ago is in a sense fairly irrelevant 


Printed image digitised by the University of Southampton Library Digitisation Unit 



258 MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


4 April, 1973.] 


Mr. A. J. Phelps, Mr. J. F. Slater, C.M.G., 
Mr. M. S. Buckley and Mr. Bowman. 


IContinued. 


to deciding whether or not you have 
practising economists in a division? One’s 
undergraduate training, in terms of the 
sort of work in which one is required to 
take part, is not really a particularly rele- 
vant criterion, is it? — —I would hope this 
is so, since I am not an economist my- 
self. The point I wanted to make is 
that we are essentially staffed in Civil 
Service terms as administrators. In fact, 
several of us have either economic 
degrees or, perhaps more important, have 
had economics training as members of 
the Civil Service since entering the Ser- 
vice and — this is the other important 
point— although formally, if we gave you 
a directory of the Treasury, Mr. Bowman 
and one or two of his colleagues in the 
Economics Section would not feature in 
our Division, they are entirely at our 
disposal and to that extent they are as 
closely involved in the Treasury vis-a-vis 
the nationalised industries as my Divi- 
sion itself. 

Chairman. 

849. Do you feel you have an adequate 

supply of economic advice? 1 would 

not like to say I am entirely satisfied, 
hut these things are always in short 
supply. 

Mr. Crouch. 

850. This came up before in this Sub- 
committee some years ago when we had 
an admission by the Treasury that they 
felt they were inadequately served by 
this type of professional, taking fully 
into account Mr. Tugendhat’s point. It 
is not meant as criticism when I say 
this because one appreciates that the 
Treasury is staffed by fully skilled 

administrators. 1 think in all fairness 

the position has improved over the years. 
Equally we probably would not mind 
having one or two more if they could 
be spared. 

851. Could I take it a little further? 
I would not want to compare the 
Treasury — it would be wrong — to, say, 
some of the big private sector companies 
like the oil companies, where Mr. 
Tugendhat would be able to come in 
with more knowledge than I could. Some 
of the biggest private sector oil companies 
have adequate teams of economic plan- 
ners ; whether they are economists act- 
ing as economic planners or solely as 


economists I am not sure. Whether the 
Treasury should be compared to those 
corporations or whether those corpora 
tions should be compared to the spot 
soring departments of the nationalised ’ 
industries is another matter. I wonder 
whether you feel the Treasury should 
not try and equip itself— this is an 
academic question— to be able to cope 
with any sector in the nationalised indus 
tries which may have such economic plan 

mng facilities? This is very much a 

question, as you imply, of spreading one's ’ 
resources between government depart- 
ments. The Treasury does have a very 
strong economic team at what one might 
call the centre of Treasury policy, that 
is to say, in relation to demand manage- 
ment, management of the economy. To 
the extent that there are economists in 
the departments concerned with national- 
ised industries — and, as I said, we do 
tend to work pretty muoh as a team-it 
may well be that there is less need for 
economists in my part of the Treasury, 
Certainly I think the Treasury authori- 
ties would say it is most important to get 
them in what I would call the cental 
core. So I am not sure that one cat 
easily equate the Treasury with your 
large industrial concern. 

852. Would you not agree that one 
cannot play tennis with oneself? If yon 
have an economic planning unit in the 
sponsoring department of the national- 
ised industry, it is also perhaps an ad- 
vantage to have the opponent from the 

Treasury similarly equipped? In the 

sense that one is talking of a planning 
unit, this is our central core. We are 
not actually planning, we are concerned 
to evaluate the .plans and, as I say, to 
evaluate the plans to a very consider- 
able extent jointly with the department 

Chairman. 

853. Would you not see a certain 
danger in too deep an involvement by 
the Treasury here? I think one can 
fairly assume, looking at history, that 
the Treasury in ithis country. has been 
very muoh concerned with being a 
servative force, with a small “ c ”, and a 
damper upon economic expansion, 
rather than the reverse. Would you not 
think there might be a danger in involv- 
ing them too early and too deeply in the 
putting together of the plans of various 
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nationalised industries or departments so 
that you could have overall in total a 
counter-expansionist effect which in the 
long run would do a lot of damage? I 
think particularly of one of your more 
eminent Treasury officials. Professor 
Paice, who has a very pessimistic view 
of economics by and large as being not 
wholly an unmixed blessing for this 
country in terms of his philosophy. I 
do not ask you to comment on that ; it 

is a personal view? 1 can see that 

this might be the effect, Sir. On the 
whole I would think it very unlikely 
that, in fact, this has happened. On the 
whole some people in the Treasury might 
feel that by getting to know too much 
about the plans of the industries we 
really tend to assume their colour and 
perhaps swing too far the other way. 
This is largely a subjective matter. 

Chairman .] It might be the way we 
get round the problem of the Treasury — 
get them really deeply involved. 

Mr. Dormand . 

854. On my question to Mr. Phelps 
a few moments ago about the personnel 
who deal with capital investment ap- 
praisal, he very properly reminded me 
that capital investment appraisal is 
undertaken by the nationalised industry 
in which it arises. I am aware of that, 
but I find it interesting that he should 
reply in 'those terms in that he seemed 
to underplay, perhaps not deliberately, 
the role of the Treasury in this matter. 
I think that politicians like ourselves are 
accused by our party people of saying 
that we are governed by the Treasury 
gnomes, if I may use that term. I think 
its political meaning is well known. Mr. 
Phelps tended to underplay that. Surely 
he must agree that when the nationalised 
industries have made their appraisal then 
it is very much subject to what the 
Treasury says ; is that not the case? Do 
you not do that with your whole army 
of economists and administrators, which 
was the purpose of my original ques- 
tion? With respect, I do not think I 

would accept that quite like that All 
the burden of the evidence I have been 
giving is that these days -the Treasury 
does not really stand apart from the 
rest of government. The Treasury is 
concerned jointly in assessing the nation- 


alised industries’ plans with the sponsor- 
ing departments. We certainly do not 
have a whole army of specialists to do 
this. The Treasury really is staffed on a 
pretty economic or sparse basis. I must 
repeat, the essential thing is in looking at 
the plans of the nationalised industries, 
to aim to formulate a government view 
and not to formulate a sponsoring depart- 
ment’s view which is then set against 
a Treasury view. 

855. I do not want to press this point, 

Mr. Chairman. You remember last week 
when I questioned the Chairman of the 
board whom we met he made very great 
play of this 'point. When I questioned 
about personnel and so on, he said — and 
I think I summarise him correctly — “ In 
any case, we have the experts of the 
Treasury to keep us in place and to put 
us right”? We do not always recog- 

nise ourselves as seen through others’ 
eyes. 

Chairman. 

856. To move on, Mr. Phelps, can 
you provide the Sub-Committee with an 
up to date version of the table of the 
economic and financial position of the 
nationalised industries as submitted to 
the Committee during their inquiry into 
ministerial control of the nationalised 
industries? Your predecessors were kind 
enough to make available to us a table 
concerning the nationalised industries? 
That is the table printed on page 2. 

857. All I want from you, if possible, 

is an updated version of that? Yes, 

I think we can do that. We have one 
for 1971-72 ; this is effectively compiled 
from the published accounts of boards 
so that we cannot do 1972-73.* 

858. Perhaps you would be kind 
enough to let our Clerk have that. There 
is nothing we want specially to ask 
you on that until we get it. What 
views do you have on technological fore- 
casting and manpower forecasting by 
the nationalised industries, especially in 
connection with the purchase of ad- 
vanced equipment Is the Treasury 
able to assist the nationalised industries 
in making very long range forecasts? 
If so, in what way? Alternatively, is 
this the role of other government depart- 
ments or of the National Economic 
Development Office or any other body? 

♦Appendix 9. 
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May I start in the middle, Sir. The 

role of the Treasury and how far the 
Treasury can help: we do, of course, 
reckon as part of the procedure for the 
investment review to provide the indus- 
tries with one or two basic assumptions 
about in particular the prospective 
growth of the economy over the five 
years of the PESC period. If an industry 
were looking for such assumptions for a 
longer period ahead, say, in relation to 
a ten year corporate plan or something 
of that kind, we would do our best to 
provide it though clearly the further 
ahead one looks the more uncertain 
assumptions of this kind, as of all other 
kinds, become. In relation to techno- 
logical forecasting, I do not think we 
would reckon to be very expert here, 
though a point which you, Sir, made at 
an earlier stage is not irrelevant. That 
is to say, there may be occasions when 
technological change is clearly vital to 
an industry’s plans and one may get hold 
of the man responsible in the industry 
and talk to him and make an assess- 
ment of whether he seems to be carry- 
ing conviction or not. This is a 
technique which the Treasury has adopted 
from time to time. It is clearly not 
basic to our role, but it is not without 
value, I think. On manpower the 
nationalised industries are, I think, well 
aware of the importance of this. Their 
long range plans and their investment 
review returns always pay a good deal 
of attention to this. It is clearly of very 
great interest to the Government. In 
relation to the steel proposals, as is 
clear, and in relation to the examin- 
ation of the TXE4, the Government 
departments, particularly, of course, the 
Department of Employment as the 
department particularly concerned with 
this, do look closely at the industries’ 
manpower and the effect on manpower 
of the industries’ proposals. They are, 
I am sure, very well aware of this and I 
think they pay particular attention to 
it. In relation to the contribution of 
other departments to forecasting etc., 
they may well have a role to play, e.g. 
the D.T.I. may have a view on 
supply industries, for example, in rela- 
tion to a new investment programme 
and Employment of course in relation 
to manpower. Again when an industry 
starts to produce a long term plan and 
the Government gets involved, then I 


““ “ uunu co re P ea t my message tb 
this becomes something of a team 
on the part of the Government 2 
feeding in such help as it can. ’ ^ 

859. I would like to ask a question ’ 
which goes a fair bit wider than t 
narrow terms of our brief but am 
theless is not wholly irrelevant Yon 
will be as aware as I am that in recem 
years we have moved into a time o= 
rapid technological change in wiU 
some of it is having quite catastrophic ' 
effect on manpower patterns and all 
the rest. In summary, I think it is true to 
say the Western nations in the yean 
that he ahead are facing the prospect 
of having to retrain and retrain and 
retrain again much of the manpower 
certainly the skilled part of it, perhaa 
even three and four times during an 
average man’s life. In Sweden, where 
the Sub-Committee is going the weet 
after next, they are paying very much 
more attention to the problem of re- 
training. They have a Labour Market 
Board. According to my best infonna- 
tion, the simple fact is that there, some- 
thing between 15 to 20 times as muck 
pro rata is spent on this whole ques- 
tion of retaining and so on, compared 
with the effort of this country. Is there 
any thinking on this problem— it is not 
exclusively a D.E.P. problem, as you 
will be the first to admit— which is 
potentially an enormous one within the 
Treasury? Can you tell us anything 
about the extent to which this has beet 

discussed? 1 am afraid I cannot give 

you a very informed answer on this one, 
Mr. Chairman. It is not, of course, a 
direct responsibility of my Division of 
the Treasury. What I can say is that 
there is a growing recognition of the 
importance of this thing. It is a recog- 
nition which has been growing over the 
last .ten years. Perhaps about ten years 
ago we were paying very little attention 
to this at all ; now we are doing a lot 
mote. I think it may well be by refer- 
ence to other countries we are not doing 
enough. In my own sphere there are, 
of course, re-adaptation grants from the 
E.C.S.C. for workers in the coal and 
steel industries and these may. give a 
fillip in this particular sphere. It may 
well be that something on these lines on 
■a wider Scale is needed but, as I say, I 
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think the Government is paying growing 
ing attention to this. 

860. The only reason I had the effron- 

tery to direct that question to you was 
because obviously one aspect of this 
problem is how much of our resources 
you are going to devote to a much more 
massive retraining scheme than at pre- 
sent obtains? Yes, indeed. The 

economics of this would be quite com- 
plicated, but one clearly would not rule 
it out of court. 

Mr. Crouch. 

861. Coming back to the question of 

technological forecasting, Mr. Phelps, I 
think it could be that in the Treasury 
you will have backed a nationalised in- 
dustry in a very big programme of in- 
vestment — shall we say, the British Steel 
Corporation which could be wrong or 
could be too big ; equally you could 
have as the Treasury, as principal ad- 
viser to the sponsoring ministry, caused 
a nationalised industry like British Rail 
to have been too small in their objective 
and investment programme. For 
example, again on the Channel Tunnel, 
not die Tunnel itself but the railway 
programme in this country, you could 
be too big on the one hand or you 
could be too small. How does the 
Treasury feel involved in this? If I may 
put it this way, if you were a main board 
director of I.C.I. and a division made a 
recommendation which the main board 
of I.C.I. blessed and accepted and put 
into the corporate programme of invest- 
ment, the board would take full respon- 
sibility and feel satisfied or unsatisfied 
according to the result. Does the 
Treasury get so fully involved or are 
they detached, as it were, and sitting 
very much above Whitehall — forgive 
these awful phrases — and remote from 
what might or might not happen, success- 
fully or unsuccessfully? I do not mean 
this unkindly in any way at all. Do you 
understand what I mean? 1 under- 

stand what you mean. It is a little diffi- 
cult to relate it to how we actually see 
these things. May I put it like this: 
the decisions on, say, the size of the 
British Steel Corporation’s recently 
announced strategy were not taken by 
the Treasury but taken by Ministers col- 
lectively. We were concerned with a 
number of aspects. One of the impor- 


tent ones from our point of view was 
that when the Corporation and the Gov- 
ernment committed themselves to this 
strategy there should be sufficient flexi- 
bility in it to take account of changes 
in the market prospects, the develop- 
ments overseas and so on, so that one 
was not absolutely committed to a rigid 
programme of whatever it was — £300 
million plus a year for eight or ten years 
—and there was room for flexibility 
which could be flexibility upwards or 
downwards, pending on the/ circum- 
stances. As I say, we were concerned 

this was not only the Treasury ; 
naturally the Corporation themselves 
were concerned — with the possibility. The 
point I started to make was this: in 
the end it was a decision by Ministers, 
not by the Treasury, but I think the 
Government would themselves, as much 
as the Corporation, want to insure against 
committing themselves too deeply to a 
rigid and inflexible programme. 

Chairman. 

862. Can you comment on the present 
state of co-ordination in, firstly, the fuel 
and power, and secondly, the transport 
fields? Does the Treasury lay down 
any rules of long range planning in these 
areas? Is there discussion with other 
government departments on this subject? 

Of course, the co-ordination in both 

these fields, particularly in relation to 
transport, is an immensely difficult sub- 
ject. With the way in which the Govern- 
ment is organised at the present time, 
that is to say, with a large D.T.I. with 
clear responsibility for co-ordination of 
energy policy and a Department of the 
Environment with clear responsibility for 
co-ordination of, at any rate, surface 
transport policy, this is probably the most 
satisfactory machinery of government 
arrangement. This is not to say that one 
is entirely satisfied with the work in these 
fields just because it is so difficult. The 
Treasury role here is not the actual co- 
ordinating one. The departments directly 
concerned do the co-ordinating. Our job, 
as with other public sector activities, is 
to relate policies in these fields to broader 
economic policies, particularly, of course 
to the public expenditure situation, but 
also to planned employment, balance of 
payments position, and so on. I em- 
phasise that these are very difficult fields 
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in which it is very hard to know how best 
to allocate resources, and this is a 
constant pre-occupation of the depart- 
ments concerned. It is one again 
where the department directly con- 
cerned is closely involved with this 
Department, particularly in relation to 
energy policy. This is part of the res- 
ponsibility in my Division, even though 
it overlaps a bit into the private sector 
and vve work closely with the department 
but they must take the lead. I am not 
sure that I have answered all your sup- 
plementary, Sir. (Mr. Slater .) Sir, on 
the question of co-ordination of trans- 
port policy, which Mr. Phelps says is a 
very vexed and difficult field, a number 
of Members this afternoon have raised 
the question specifically of the Channel 
Tunnel. I think this is an excellent ex- 
ample of the kind of study in which the 
Treasury finds itself progressively in- 
volved where you have to compare the 
relative returns, economic and social and 
other, between different transport modes, 
between a tunnel under the Channel 
hovercraft, car ferries, aviation and so 
on. Willy-nilly, because it is difficult 
you cannot avoid doing your best, you 
have to make such studies as you can, 
and evaluate other studies done by other 
people. In this practical way in a case 
of a big project such as the tunnel one 
finds one is involved in the problem of 
co-ordinated transport policy. 

Mr. Stoddart. 

863. This really is an interesting ques- 
tion. I find it most interesting. Quite 
frankly, I would have thought in this 
particular aspect the Treasury ought to 
have quite a central role. We all have 
the impression at the moment that various 
nationalised industries, far from working 
in the national interest, are at each other’s 
throats. Thus you have the situation 
that the Chairman of the Central Elec- 
tricity Generating Bqard says on the one 
hand that there is no fuel shortage whilst 
at the same time, almost the same day, 
the Chairman of the National Coal 
Board says there is a fuel shortage. Quite 
clearly those two ought to get together 
because what, they are saying is bound 
to have an effect on our future investment 
programmes in one form of fuel or an- 
other. I would have thought, bearing in 
mind the scarce national resources, this 
was a central role that the Treasury 
should have. I would like your view on 


that. I would also like your view m 
question of transport. Again eno 'ot 
sums of public money are being e x™X 
both centrally and by local 
on roads. We are spending huge 
of money. Surely here is a 
the Treasury to see whether there ou“‘t 
not to be proper co-ordination 
the fields of transport ““vfc 
only to improving the environment but t 

saving scarce capital resources? ( u r 

Phelps) Taking the electricity amF cmi 
point first, yes, indeed, it is part of am 
job, but it is also part of ih e DTK 
job to see that when we are look 
ing at the investment plans of the 
"n es they are consist™ 
that there is not this sort 


of 


, sort 

mccMisistency between them and one « 
working against the background of a view 
or a co-ordinated energy policy. But as 

7i. Sa S iV S a ■ i " c> k ^°‘ r Treasury and 
the D.T.I., and the D.T.I. must at least 
I would say, be in the lead here though 
because of the very large public ex- 
penditure implications, the Treasure 
have also a role to play. I am bound 
to give the same answer on the 
transport issue, because there are 
very large expenditures involved The 
Treasury itself is keenly interested 
but, of course, the department itself 
is no less keenly interested. Thej 
know that they axe not going to get 
limitless _ allocations of resources from 
the Cabinet— I stress from the Cabinet, 
not from the Treasury ; this is part oi 
my_ thesis — and they must themselves, 
taking into account all -the wider con- 
siderations of the environment and so 
on, make the best disposition they can 
within the limited resources that are 
going to be available to them. I submit 
they must be in the lead but the 
Treasury will be in there with them try- 
ing to make sure the decision is one 
which is the most satisfactory one from 
■the point of view of the Government 
and the economy as a whole. 


Chairman. 

864. Do you think, in terms of get- 
ing the anomalies and bugs out of the 
system of government, this is adequate? 

Yes. I think on the whole in this 

sphere the creation of the larger de- 
partments helps, but I think clearly the 
Treasury cannot dissociate itself 
altogether. 
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S65 I have one specific technical re- 
quest to make. You began, I suspect, 
to answer a question I asked about what 
other developments there have been in 
recent years in capital investment ap- 
praisal by the nationalised industries, 
especially concerning the discount rate, 
thetreatment of risk, and the length of 
the time' horizon. What I would like 
you to do, but I will understand if it 
is inconvenient or not possible, would 
be to give us a brief note on your de- 
partmental thinking on that subject. If 
you could let the Clerk have that we 


would be very grateful?- We will cer- 

tainly do that, Sir.* 

Chairman.] I want nothing elaborate. 
Just give in a few sentences the thing 
you would probably have said if we had 
not been cut short. I would like on 
behalf of the Sub-Committee, Mr. Phelps, 
Mr. Slater, Mr. Buckley and Mr. Bow- 
man, to thank you very much. For us 
it has been a most helpful session, in 
fact one of the best for some months. 
We are very grateful to you all. 

See Appendix IP. 
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Mr. Russell Kerr, in the Chair. 

Sir Donald Kaberry. I Mr. Tugendhat. 

Mr. David Stoddart. | 


Mr. J. G. Liverman, C.B., O.B.E., Deputy Secretary, Fuel and Nationalised 
Industry Policy Division; Mr. J. W. Nichols, Under Secretary, Head/ 
Computers, Systems and Electronics Division ; Mr. G. G. Camfbell, Under 
Secretary, Head/Fuel and Nationalised Industry Policy Division and Mr. P H 
Agrell, Principal, Fuel and Nationalised Industry Policy Division, Department 
of Trade and Industry, called in and examined. 


Chairman. 

866. Good afternoon, Gentlemen, and 

especially Mr. Nichols. I understand that 
it would be convenient for you if we 
bring forward our questions with regard 
to Mr. Nichols’ Department which I 
understand deals with telecommunica- 
tions?- (Mr. Liverman.) Yes. 

867. We are prepared to start with 

that subject, but before we do so I would 
like to point out that some of the ques- 
tions I have provisionally set down for 
answering will seem to you to be more 
or less a repeat of some of the questions 
we asked earlier. The reason they 
appear is that we would like to give you 
an opportunity to add to your earlier 
answers after having had further thought 
but not necessarily revised thought. I 
do not want you to feel that we are 
unmindful of the fact that they are to 
some degree repetitious? 1 under- 

stand. 

868. I would like to begin with a fairly 
general question about Post Office tech- 
nology. Would you care to comment 
about recent decisions concerning Post 
Office technology. We have in mind the 
statement made by the Minister on the 
14th April last. Would you like to 
expand under that heading and add any- 
thing else under the heading of Post 
Office technology and in particular the 

decisions thereto? (Mr. Nichols.) I 

think I have to make it clear that the 
responsibility of the Department is with 
regard to the sponsorship of the supply 
industry. We are interested in ensuring 
that there is a strong supply industry to 
meet the Post Office’s needs. I therefore 
see the question in the light of the effect 


it has upon industry and not in the light 
of the effect it might have upon the tele- 
phone customers, which is, I think, very 
much the responsibility of the Minister 
of Posts and Telecommunications and 
the Post Office Corporation. With that 
said however, I think it fair to say that 
the industry itself welcomes the decision 
the Post Office has reached. It welcomes 
most that a decision has been reached. 
This has removed areas of doubt which 
existed in people’s minds. It is, of course, 
a move towards an electronic technology 
as compared with what has previously 
been a mechanical technology. It is, 
however, being done at a speed and a 
rate which will not unduly disturb the 
structure of the industry or the employ- 
ment demands that are put upon it 
There will be a necessity for changes of 
skills, but this should be possible in the 
time-scale without creating a great deal 
of trauma. The other point you might 
be interested in here, I suppose, is the 
question of the “ exportability ” and 
whether the exportability of this kind of 
equipment is going to be an improve- 
ment of the exportability of the current 
range of electrical /mechanical equipment 
that the industry provides for the Post 
Office. I think it is early days to make 
any predictions on this point. There 
are, however, real advantages to be 
gained from having a more up-to-date 
technology than has currently been avail- 
able, but the degree to which this will 
in itself produce a marked change in 
exports is a matter we shall have to wait 
and see about. The long term prospect 
of a much greater degree of electronic 
equipment and probably more sophisti- 
cated telephone exchanges should 
oertainly improve that export position. 
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869. Perhaps it might help the Com- 
mittee if you could summarise the guts 
of the recommendations made in the 
Ministerial statement so that we have it 

on the record quite clearly? 1 think 

I would have to refer to the statement 
that was actually made. I think the 
principal point of it is the decision to 
bring into the Post Office Corporation 
the new electronic exchange, TXE 4. I 
t hink the second part of die decision is 
concerned with the continuation of the 
order for some electro-mechanical equip- 
ment known as Crossbar. The third part 
of the statement, I think, mentions that 
we will be phasing out the old fashioned 
Strowger equipment, step by step. These, 
as I see it, are the key points. The actual 
values in money terms do not, I think, 
actually appear here in the statement, 
but I think they appear elsewhere in the 
discussion. 

870. To the lay mind the obvious 
question is why is there the necessity 
to continue with the electro-mechanical 
apparatus when there is now available 
new electronic apparatus? I am sure 
that there is a valid reason, but perhaps 
you can tell us why that is the case? 

There are two reasons which should 

be looked at. The first reason is that 
there is no TXE 4 telephone exchange 
yet working and it would be wrong to 
make a decision affecting such an im- 
portant thing without any escape route 
at all, when there is not a single 
exchange working. I think the second 
point is that it does require a build up 
of skills in the industry and an ability 
to make it at a price which is going to 
be a competitive price in the market. 
This will have to be built up over a 
period of time. The problems relating 
to the introduction of even a new tele- 
phone exchange on the existing pattern, 
are complicated enough, but to introduce 
one of a novel design would be very 
much more complex. These things will 
take time. 

871. What is the present rate of new 

domestic telephone installations? 1 

do not know. Are you asking what is 
the annual increase in subscriber lines? 

872. Yes? -I think you should ask 

that really of the M.P.T. I can go away 
and consider this question and get you 
an answer. 


873. It would be helpful to have that 
information. Mr. Liverman, do you 

know? (Mr. Liverman.) I do not 

know the answer, but we can under- 
take to get an answer.* 

Sir Donald Kaberry. 

874. What I would like to know is 
this: we were told at the time of the 
statement that there was no TXE 4 
exchange working and you have con- 
firmed that today. You presumably 
accepted the advice of the Post Office 
Research Department and their en- 
gineers that this was an adequate and 
proper thing in which to invest a lot of 
money. Have you, yourselves, done any 
research or taken any independent advice 
in this country or outside, as to whether 
or not the TXE 4 is, in fact, going to 

be a success? (Mr. Nichols.) We 

have certainly done no research in this 
direction. I do not think it is entirely 
true to say that we merely accepted the 
advice of the Post Office and its re- 
search capabilities. What the Post Office 
have done in making their submissions 
to the Government, is to satisfy us that 
the arguments used justify the course 
that they propose to take. When I say 
that I am referring to the Government 
as a whole. This is, of course, a total 
Government decision and not an indi- 
vidual Departmental one. As regards 
what advice we have considered aside 
from this I would like to say that within 
my Departemnt we have certainly looked 
very carefully at the nature of the tech- 
nology and the nature of the technology 
used in other parts of the world notably 
as demonstrated at the International 
Conferences on Tele-Communications, 
one of which took place in Boston last 
fall. We have also had extensive dis- 
cussions with industry. We have 
discussed this with the main manufac- 
turers and we have listened with care 
to their concerns and worries. We have 
taken these back to the Post Office or 
to the Ministry to ensure that we can 
get satisfactory answers. There has been 
a lot of discussion one way or another 
and we are satisfied on the basis of that. 
However, we have no independent 
significant research effort. 

875. How many manufacturers have 
you consulted and do you know whether 
or not they will be the likely suppliers 

* Appendix 12. 
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of this equipment? — -We have con- 
sulted with three British manufacturers 
and they are the likely suppliers of the 
equipment. 


Mr. Stocldart. 

876. Who are they?— -The General 
Electnc Company, Plessey Telecom- 
munications and Standard Telephones & 

*—3 Dies . 


Sir Donald Kaberry. 

877. What I would like to know is 
approximately . how much money is in- 
volved, jin this re-equipment process? 

SQrry > . but 1 cann « answer 
that question straight off the cuff r 
would like to be helpful if I can, but 

jLnt D ?J 7 -"f 1 a question re-equip- 
ment. We have to satisfy on-going de- 

renhir'm \ 1S ^ Ust a ^estioin of 

replacing what exists, but adding to what 

think and indeed this is very much a 

w St T 1 T agam for the Minis hy of Posts 
and Telecommunications and not me~ 

“ to Possibly analyse what the amounts 
would be by given periods of time 


Chairman. 

87 A' ,^ hat would be most helpful. We 

v See V et out on a Phasing 

in basis to know what the total amounts 

are involved with each stage? T Ho 

not wish to be difficult, but this is really 

MPT^ WE f °r my u col,ea S ues in the 
MPT. When I say that I hope we can 

f v , e you this information, it is on the 
understanding that there are no difficul- 
ties occurring from their side which I 
cannot appreciate at this point in time,* 

th \7 eC ^’ 1 caimot re member 
the details, the Financial Times has car- 
ried an article which purports to give 
in some considerable detail, the amount 
“I^.toanciaUy. I would hop“ 

COlJd f i e - St match their 

exact wh*?- ° f being reas °nably 
exact as to what is proposed to be spent. 

the ^ Very interested in 

k for ,, u burden on Public funds 

Ym SU h a raajor exer «ise as this? . 


Mr. Stoddart. 

880. I am not technically qualified to 
make any comment as to whether this 
is the right system or n ot. What I 

‘Appendix 12. ~ ~ 


would like to know is whether 
over to electronic eqm^mtufS 
hurt our indigenous industry & 777 
moment there are people in tiffs a J 
indeed members of my own trade 
who have been put out of work bS 
dectromc parts are being manufSS 
m low wage areas. It does seem tn 7 
that the Post Office being a nafonaliS 
industry ought to have this sort of thine 
very much m mind. I would fife to 
know whether, in fact, the switch ovS 
eventually to a totally electronic system 
is, in feet, going to mean more employ. 

S TW ?e ° ple ° r perha P s 

less?- There is a great deal in this 
question. The first point I would fi£ 
to make here is that because one is 
talking about an electronic system it de 
pends on micro-electronic components 
which have been the subject of con- 
siderable difficulty with regard to makim 
a viable industry in the United Kingdom 
Indeed this was why Mr. Cbatawav 
before Christmas made a statement about 
support for a particular part of the 
micro-electronics industry and indeed the 
telecommunications area was one of the 
parts that we would regard as being 
very relevant in this connection. The 
se c °nd point I would like to make is that 
the Post Office are very well aware of 
this situation and whereas I cannot give 
an absolute guarantee that if the British 
suppliers cannot manage to provide what 
is necessary for it we will not go over- 
seas, I can assure you that it is clearly 
the intention to acquire as much of the 
equipment as possible in the United 
Kingdom and I think that will be a very, 
very substantial amount. There is an- 
other aspect to this question and that is 
that when one has electronics as com- 
pared with electro-mechanical equip- 
ment there is a better yield from labour 


-one does get more telephone lines p 
man hour employed. So, on that ba 
one can either have a greater inve 
ment and more telephone exchanges 
a shorter period of time or naturally t 
labour force will not be as great. 


Sir Donald Kaberry . ] I do not know 
whether I am about to throw a spannei 
in the otherwise oiled machinery, but this 
contract will be in excess of £400, 00C 
will it not, when it is given out will 
regard to the supply of the new equip 
ment? 
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Chairman .] You mean £400 million. 

Sir Donald Kaberry. 

881. What I want to know is whether 

it will be in excess of £400,000? 1 

cannot t hink that it could be less than 
£400,000. 

882. Is there not a rule that any public 
contract in this country must be adver- 
tised in all countries in the European 
Community and therefore there is no 
guarantee that any contract will 
necessarily come to this country at all. 
Perhaps I am going beyond your brief, 

I do not know. Have we not got to 
advertise all tenders over £400,000 or 
which may be over £400,000 in value 
amongst the other eight countries in the 
European Community. Do you know? 

1 am not extremely well briefed on 

precisely what figure is involved in 
opening up our public sector to com- 
petition within the Common Market. I 
think there are also some definitions 
about where an industry should be re- 
garded as Government controlled, if I 
can use that word without any particu- 
lar connotation to it, and this differs 
from country to country. Whether the 
Post Office would or would not come 
under that rule is a matter which at 
the moment I would regard as very 
much sub judice. 

Chairman. 

883. Mr. Liverman, can you not help 
from the Department’s point of view? 

(Mr. Liverman.) No, not in detail. 

All I would say is that there are, of 
course, rules within the Community for 
the award of contracts by public bodies. 
In particular in relation to the advertis- 
ing of the contracts which Sir Donald 
has mentioned, in the Government we 
are doing our best to familiarise our- 
selves with the rules and the way in 
which they work which is not always 
evident from the formulation of the 
rules. 

884. It sounds as though this 

familiarisation will be a rather lengthy 
process? Yes. 

885. It would be helpful if we could 
have a brief paper setting out what you 
know or what you can find out about 
the point made by Sir Donald which, 
I think, is a very relevant one. We 
ought to know the harsh truth, if so it 


be, as to how this is going to affect 
policy in regard to the whole span of 
this? Yes. 

886. I do not want a lengthy paper, 

but one showing us the guts of the situa- 
tion and what the situation is now? 

We shall certainly undertake to produce 
a note.* 

Mr. Stoddart. 

887. The Post Office have no manu- 
facturing potential at all, have they, and 
so they would not be part of this even 

if they were allowed to be? (Mr. 

Nichols.) No. 

Chairman. 

888. Mr. Nichols, I suggest that if you 

want to get away you might give us 
the benefit of your time until 5 o’clock 
just in case anybody has any immediate 
after thoughts in the light of what you 
have told us. In the mean time we will 
proceed with the main body of the 
questioning. Thank you for coming 
along and giving us your testimony. The 
Sub-Committee’s interest lies chiefly in 
the long range investment planning of 
the Nationalised Industries, as you 
probably know. What are the Depart- 
ment’s general views on existing tech- 
niques or your philosophy, if you like? 
What developments in investment plan- 
ning do you expect to see during the 
next few years? I would like some in- 
formation on those general lines? 

(Mr. Liverman.) First of all I would like 
to say how my colleagues fit into the 
picture. You know Mr. Nichols’ re- 
sponsibilities. I have brought with me 
on this occasion Mr. Campbell who is 
head of our Fuel and Nationalised In- 
dustry Policy Division and Mr. Agrell 
who is on his staff. All three of us are 
concerned in a general way with 
Nationalised Industry policy. I have not 
brought with me any of the Heads of 
particular Industry Divisions, because 
we have such a large number of 
Nationalised Industries within our pur- 
view in the Department that we have, in 
faot, 6 Under secretaries who have 
responsibilities in this field. We will do 
our best to answer your questions. Since 
I appeared before you last year we have 
had further experience of corporate 
planning. Our association with the In- 
dustries tends to fall into an annual 


♦Appendix 13. 


Printed image digitised by the University of Southampton Library Digitisation Unit 


268 


MINUTES OF EVIDENCE TAKEN BEFORE THE SELECT COMMITTEE ON 


16 May, 1973.] Mr. J. G. Liverman, C.B., O.B.E., [. Continued 

Mr. J. W. Nichols, Mr. G. G. Campbell and Mr. P. H. Agrell. 


cycle and it is normally in the early 
months of the calendar year that we re- 
ceive their corporate plans on their up- 
dating and have discussions with them 
which lead later in the year to 
Ministerial approval of the capital in- 
vestment programmes. We have in some 
cases finished the first round of these 
discussions and others are still in 
progress. In general I would say that 
we are advancing towards what we have 
intended to do, namely, a greater con- 
centration on the strategic elements and 
choices in the plans and programmes 
of the Industries and less concentration 
on individual projects. This wiirbej - ! 
hope, a continuing process and one 
where the Industries will improve their 
techniques and we shall improve oui; 
techniques of scrutiny. The only par- 
ticular element that I would single out 
for reporting to the Committee is that 
since I appeared last we have set up 
or begun to set up a small unit in the 
Department which we call a Manage- 
ment Planning Advisory Unit — we had 
difficulty deciding the right title for it. 
The intention is that it will bring a 
greater expertise as regards the con- 
sideration of corporate plans and the 
monitoring of progress into the Depart- 
ment. It will be quite, a small unit. We 
have recruited the Head of the Depart- 
ment, who has been in the post a few 
weeks. He has been brought in from 
private industry for two or three years. 
We will probably recruit at least one 
more man from private industry and 
we hope that this will improve our 
understanding of the corporate planning 
process and our scrutiny of the plans of 
the Nationalised Industries. I cannot 
yet report any achievements of this 
Unit, but we hope we have made a start 
in adding to the various contributions 
which we already have in the Depart- 
ment from the Industry Divisions which 
are concerned with each industry and 
from our Economists, statisticians, 
accountants and others. 

889. Can you tell us from which 
respective industries these two gentle- 
men have come from? We only have 

one at the moment. He has had ex- 
perience in the chemical industry and 
more recently with regard to food 
manufacturing. 


890. The other one has not 
selected as yet? -That is correct. 


been 


Mr. Tugendhat. 

891. It is difficult to phrase my ques 
tion without being politically contentious 
which I am not trying to be. On the 
one hand you are becoming m0 re 
sophisticated in the way in which you 
monitor these investment plans, but on 
the other hand one gets the impression 
that the Nationalised Industries are 
becoming more sophisticated as well, Yet 
at the same time the financial disciplines 
under which the Nationalised Industries 
are supposed to work have obviously 
been shot to bits as a result of the 
counter-inflation strategy. In private 
industry it is often argued that if a sub- 
sidiary is run for any length of time 
with total disregard to its overall profit 
or loss and with a total emphasis on 
what might be termed “ non commercial 
criteria ”, it does not really matter how 
sophisticated your monitoring is or how 
sophisticated your techniques are. hi 
point of fact, both the will to implement 
them diminishes and the ability to do so 
does, by virtue of the lack of any sort 
of final target outcome. How does that 

seem to you? 1 would say that we 

are very conscious of the problem that 
you have mentioned and if we had not 
been already conscious of it the Chair- 
man of the Nationalised Industries 
would have made us conscious of it 
It is perfectly true that in looking at 
their current performance, or perform- 
ance over the last two or three years, one 
has to recognise that this has been very 
greatly affected by the price restraint 
policies of the Government of the day. 
This has meant that the financial targets 
which have been fixed in the past have, 
in some cases, gone by the board and 
we have not pot the benefit in any prac- 
tical sense of that kind of yardstick. 
Looking to the future, it is, of course, 
also true that in order to make invest- 
ment plans or to plan a strategy for 
investment extending some years ahead, 
the Industries have to make assumptions 
about their pricing policies which would, 
in turn, have a bearing on the demand 
for their products and the investment 
that is required. Here, the Industries 
are assuming, and we have, agreed that 
they should assume, that if you look 
far enough ahead — and a lot of their 
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investment plans of course which they 
are making now will not come to 
fruition for several years — the assump- 
tion is that the Industries can look for- 
ward to a period when they will be able 
to price their products economically. 
When I say that I realise that it raises 
about which there can be a good deal of 
argument, namely, how you determine 
an economic price. However, I think 
there can be very little argument that 
currently and in the most recent years, 
the pricing can by no stretch of the 
imagination for many of the Industries, 
be called economic. 

892. Given the situation we are in and 
are likely to be in for some time to 
come, do you feel that the techniques 
which you are developing and which the 
Industries themselves are developing, en- 
able one to form any accurate view of 
the total cost of the non-commercial 
obligations which the Industries take on? 

1 am not quite sure that I know 

what kind of non-commercial obliga- 
tions you have in mind here. 

893. Let us take the hypothetical case 

of the coal mines. Clearly there is pres- 
sure building up in the NUM to pre- 
vent a further closure programme taking 
place outside the Midlands. In a sense 
this need not affect the Coal Board out- 
put one way or the other. The Coal 
Board can produce “ X ” million tons of 
coal a year partly from the Midlands 
and partly from uneconomic pits, or 
wholly from the Midlands. So, the out- 
put of coal and the energy policy im- 
plications need not be affected one way 
or the other. If they are not able to 
shut their pits and prices are held down 
and so forth one can work out to some 
extent the lost revenue from what 
they would have got if their prices went 
up. Can one also form, do you think, 
any clear idea of the cost of keeping 
open the pits which might otherwise 
have been closed? 1 think our start- 

ing point in that kind of look forward 
would be the degree of support which 
the Government is committed to give 
to the National Coal Board as spelt out 
in recent legislation. Clearly, in looking 
at the validity of any forward plan, one 
lias to take into account the kind of 
contribution from the Government for 
social reasons or whatever wider reasons 
there may be, outside the circumstances 


of that particular Industry. That, of 
course, does leave us with a problem 
when looking even further ahead, be- 
cause the recent coal legislation does ex- 
tend for, 1 think, three years ahead and 
Government policy beyond that is obvi- 
ously less certain. So, there is, I think, 
a very real problem in looking at strate- 
gic plans for the Coal Industry further 
ahead than three years, which obviously 
one ought to be doing. I am not saying 
it is the only problem, but it is one of 
the very real problems. 

Chairman. 

894. Reverting back for the moment 

to this new Management Unit which you 
have referred to, is part of its duty 
likely to be concerned with such matters 
as the estimation of risk? Yes, in- 

deed, that kind of question would be 
within the purview of the Unit. 

895. On the question of the present 
state of the corporate planning in the 
Nationalised Industries, is it a fact that 
certain Industries are lagging behind in 
your opinion and, if so, for what rea- 
sons? When would you estimate that 
we might begin to see some real benefits 
from corporate planning? When will 

they become apparent? 1 should say 

that we are already seeing tangible bene- 
fits from the corporate planning. I agree 
that the progress has not been uniform 
and, of course, each of the Industries has 
its own problems here. We have been 
discussing the Coal Industry where there 
is, I think, a very particular problem 
in looking ahead more than the three 
years which we mentioned. In the case 
of the Electricity Industry there is an- 
other kind of problem in that the struc- 
ture of the Industry is not so centralised 
and so the Electricity Council has the 
additional job of bringing together the 
CEGB and the Area Board programmes. 
Also, in the case of the Electricity In- 
dustry I think the question of the diffi- 
culty of pricing, which Mr. Tugendhat 
has mentioned, is particularly acute. I 
think that in more than any of our In- 
dustries costs and prices, are getting out 
of line in the Electricity Industry. Pro- 
gress in those two Industries, for the 
reasons which I have explained, is rather 
slower than in the others. We would 
hope that by next year — by the beginning 
of 1974 — all our Industries will be well 
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on the way to a full corporate planning 
procedure. 


Mr. Stoddart. 

896. I must say that I get quite 
worried when I hear some of these 
answers, because it does seem to me that 
the Industries and indeed perhaps the 
Department, at the present time simply 
do qot know where they are going. The 
point Mr. Tugendhat raised was a very 
important one and I certainly know that 
in many of the Industries there has been 
a falling away of morale, because of 
Government restrictions on prices and 
what they can do. Even at the present 
time, because of Government action, we 
are told that we are in a boom situation 
and our Nationalised Industries and in 
particular one Nationalised Industry — 
and this is probably because of lack of 
corporate planning — is yet unable to 
supply the needs of general industry. I 
am talking about the Steel Industry. 
There is going to be a very serious bottle- 
neck in that particular field very shortly. 
Over a period of time we have seen that 
the Steel Industry has not been able to 
expand as it should have done. What 
I would like to know is what role your 
Department actually played in that? 
Was it, in fact, trying to lead the Indus- 
try towards expansion or was it trying 
to damp-down the Industry’s desire for 
expansion, because that is very import- 
ant at this point in time? With regard 

to the question relating to the Steel In- 
dustry we as a Department have always 
had in mind an expansion of the Steel 
Industry . What has been more at issue, 
until decisions were made and announced 
a few months ago, is the degree of the 
expansion or the degree of haste of the 
expansion. The Steel Industry is tradi- 
tionally a very cycle one. Steel demand 
tends to fluctuate on a four or five year 
•cycle not only in this country, but as 
far as I know in all other industrial 
countries. So, when considering how 
much the Industry should expand one 

ii 5 t0 think rather carefully about 
whether you want sufficient capacity to 
meet demand at all times for for 
example the peak of the cycle. This, of 
course, was a question which the BSC 
addressed themselves to and which we 
thought about hard in considering their 
proposals. I do not think the answer 
is at all obvious. If the B.S.C. was to 


aim always to have sufficient capacity to 
meet the peak demand without any 
tion of the country having to faU hart 
orn imports then at other times, perha® 
three years out of the four yeafcwk ’ 
they would have a substantial sin* 
capacity and they would be running 
below full capacity and this in turn 
would be reflected in higher costs There 
is a real problem here and I do not 
think anyone concerned with the Indus- 
try has ever argued that their capacity 
should be adequate to meet the full peak ’ 
at all times. How far one should go on 
balance is. very much a matter of judg- 
ment. It is well known that the current 
difficulties, the supply difficulties, which 
we know to be serious, have been accen- 
tuated by some production difficulties at 
the plant and also by the fact that most 
of Europe’s demand seems to be peak- 
ing at the same time. This has tended 
to happen in recent years so that indus- 
try which finds it cannot get its M 
demand from the B.S.C. or from private 
sector producers in this country also finds 
difficulty in making up their supplies 
from imports. 


897. Surely this indicates the neces- 
sity for much better forecasting 
and much better planning and indeed 
a much better costing policy. This is 
crucial. We are at the beginning of 
the boom, not the peak of the boom, and 
we have already run into trouble, because 
stocks are not available. Surely there 
ought to be some planning which would 
ensure that stocks are sufficient at least 
to start off a boom and the Industry 
would then be able to gear itself to the 
additional production needed, otherwise 
we are going to find shortly that every- 
time you start a boom you will have to 
damp it down simply and solely because 
your primary Industries are unable to 
supply the raw materials. We had the 
same problem with British Rail. They 
came before us and I put to them 
that if there was a boom and if, in fact, 
the Railways were asked to carry more 
traffic, would they have sufficient wagons, 
carriages, and motor car units to deal 
with it, and the answer was “No”. 
How on earth can we sustain a boom, or 
whatever you care to call It, under those 
conditions? I suppose it could be called 
an “ upsurge ”. It seems to me that the 
planning has to be much better and the 
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price mechanism has to be allowed 
to operate and be at such a level 
that the B.S.C. and other people 
are able to incur the costs and 
stand the costs of stocking, because 
this is essential and indeed paramount 
and vital?— — Yes, I entirely accept that 
there is a very real problem here and 
I do not think anyone has a complete 
answer to it. Of course it is a problem 
not confined to the Nationalised In- 
dustries. One has the same sort of diffi- 
culty in relation to machine tools which 
is a very well known case. We have 
looked from time to time at the question 
of how far one can meet this boom 
demand by stocking steel. So far the 
view has always been taken, and this 
goes back to a study made by the Iron 
and Steel Industry before nationalisation, 
that this would be extremely costly. You 
would have to spend a lot of money 
holding a sufficient stock to be of any 
practical use. You need space to hold 
the stock and you need to hold a very 
wide variety of quality for this purpose. 

I do not want to suggest that we have 
reached the end of our studies on this. 

I have in the Department asked my staff 
to look at this again with the British 
Steel Corporation to see whether any 
action could be taken by stocking or by 
operation of a price mechanism to miti- 
gate this problem. 

Mr. Tugendhat. 

898. I have a great deal of sympathy 
with the general economic case which 
you have been putting and you may feel 
I am leading you into criticism where 
you do not want to make any. When 
one is talking about the Steel Corpora- 
tion, in a sense one of the most worrying 
features is not just the boom /slump busi- 
ness, but the fact that the North Sea was, 
perhaps, a fairly predictable source of 
demand of a very substantial nature and 
the inability of the B.S.C. apparently to 
provide the sort of materials that are 
needed to meet the technical specifica- 
tions, suggests that to some extent there 
are problems in the B.S.C. which go well 
beyond the type of discussions we are 

having? Yes, that is perfectly true. 

They have had serious problems in meet- 
ing some of the technical specifications, 
particularly with regard to the high 
quality pipes. 


899. This should have been foreseen? 
This demand is something which really 
genuinely could have been foreseen? 

— — Yes, a variety of demands in rela- 
tion to the North Sea could be foreseen 
and I know that the Corporation has now 
set up a special unit to keep a close 
eye on North Sea demands. The quality 
problems I do know from my own con- 
tact with the situation, were particularly 
severe and deep-seated ones which 
proved to be very intractable. I think 
that many of them, but not all, have 
been solved. It is not entirely a black 
story ; in relation to some of the con- 
struction steel work, of course the B.S.C. 
have had a good deal of success in 
securing contracts. 

Mr. Stoddart. 

900. I have one more question which 
arises from the penultimate answer, on 
the question of electricity, where you 
mentioned that there was a lack of cen- 
tral organisation. At one time I did 
write a paper on this and I sent it to 
your Department. It was not a very 
good paper so no doubt it ended up 
where it deserved, in the waste paper 
basket! I am interested in what you 
say about the lack of central organisa- 
tion and indeed the difficulty in the 
pricing policy. I would like to know 
whether your Department is considering 
a different form of organisation for the 
Electricity Industry where you do, in 
fact, bring the various parts of the in- 
dustry together so that they can have a 
total corporate plan planned by one body 
rather than 12, 13, 14 or 15 separate 
bodies. I would also like to know 
whether you are considering the pricing 
policy at the present time, because as you 
know the Electricity Industry has said 
over a long period of time that the 
domestic consumer ought to be paying a 
lot more for electricity than he is, and 
he is being heavily subsidised by in- 
dustry. I would not like to say that I 
necessarily agree with that view, but I 

would like your comments? 1 would 

like to take the second question first, 
if I may. Yes, we are having consulta- 
tions with the Nationalised Electricity 
Industry with regard to the pricing policy. 
It is obviously constrained at the 
moment, as all prices are, by the Stage II 
counter-inflationary policy. The shape 
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of Stage III has yet to emerge. How- 
ever, subject to those constraints we are 
considering with the Electricity Industry 
what is the best path towards an 
economic pricing policy and what kind of 
adjustments would have to be made. That 
is certainly a subject which is being 
taken very seriously by the In- 
dustry and by ourselves^ On the 

reorganisation of the Electricity Industry, 
perhaps I could be forgiven for not being 
too definite or prominent about this. The 
Government naturally have the organisa- 
tion of all their Nationalised Industries 
under review and changes are made from 
time to time. The most recent example 
is the very radical change in the struc- 
ture of the Gas Industry. Clearly we do 
look in the ordinary course of events at 
whether improvements could be made in 
the structure of the Electricity Industry, 
but I hesitate to go further, because any 
such improvements would, of course, 
need to take the form of legislation and 
if decisions were made they would be a 
matter for the Minister to announce to 
Parliament in the usual way. 


Chairman. 

901. I would like to turn to the sub- 
ject of technological forecasting. Are 
you satisfied with the way in which the 
Nationalised Industries are taking ac- 
count of technological change? Do you 
feel that they anticipate technical de- 
velopments sufficiently early? Can you 
give us some examples of technological 
forecasting by the Nationalised Indust- 
ries? Certainly this is a subject they 

devote a good deal of attention to and 
they have a good deal of expertise. One 
never likes to say that one is entirely 
satisfied and I do not suppose that the 
Industries themselves are satisfied. This 
field is of great importance and they will 
be striving to improve their performance 
and we shall encourage them to so do. 
We do come into this as a Department 
to some extent. The main responsibility 
must lie with the Nationalised Industries 
themselves. They have obviously the 
greatest expertise on this subject. In 
relation to their research and develop- 
ment orogrammes which, of course, are 
geared to technological developments 
within each Industry, our Secretary of 
State has a statutory duty to approve 
their research and development pro- 


grammes and we have a machin, 
winch I think I mentioned a“a,y 2 
appearance, under which advisory cn^ 
mittees of distinguished outside scienta 
economists and others, do consider , 
nually the R and D programmes of each 
Industry and tender their views. 

902. Would there be one team ner 
Nationalised Industry or an overaB 
supervising team?— We have 0 m 
team which looks at all the fuel 2 
dustries and a separate one for steel 
We have those two advisory committees' 
You have asked for examples and I have 
one or two in mind. I know that the 
Steel Industry have set up a unit specifi 
cully charged with technological fore 
casting. Another example with regard to 
Steel is the study of technological 
change which could affect the demand 
for their products. For example, there 
is the question about whether the motor 
car industry, which is the biggest con- 
sumer, I think, of steel sheet, might 
become a user of plastics to a greater 
extent. These are subjects to which the 
Industry gives a lot of attention and it 
also consults other Industries. We would 
certainly in the course of discussing the 
strategic plans ask questions relating to 
this area and try to satisfy ourselves that 
the Industries are giving. adequate atten- 
tion to major technological changes that 
can affect their own processes and the 
demand for their products. 


903. Would you see any advantage 
under your auspices as a Department, in 
setting up a so to speak Brains Trust 
which would have regard not only to 
technological developments, but the sub- 
stituting of products and that kind of 
thing. I am thinking of new things that 
would affect the pattern of industry as 
well as new economic /political develop- 
ments? For example, there is the eco- 
nomic policy of Japan for the last 10 or 
1 2 years which also must very much be 
taken into account. What I am trying 
to do is to marry together two necessary 
parts or what I consider to be two 
necessary narts of the intelligent opera- 
tion, namely, economic and political de- 
velopments. Has the Department or its 
Minister given any thought to that kind 
of bodv which could, as it were, hand 
out information and the best advice it 
can to the various Nationalised Industries 
under its supervision? 1 think the 
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answer is, No. There could clearly be 
changes in the long term with regard to 
the whole national structure and way of 
life that could affect energy or the use 
of steel. On the one hand one could 
point to fairly obvious factors like the 
increasing use of motor cars or the in- 
creasing demand for household articles 
of convenience which obviously effect 
electricity consumption. I am thinking 
of things which increase the standard of 
home comfort which are obvious, but 
perhaps your question is more directed 
to looking for those factors which are 
less obvious? 

904. I am not sure that the question 

is correctly directed to you, but I do 
think that it ought to be directed to 
somebody, whether or not it be the 
Cabinet Office. It would seem to me 
that there is a function here that ought 
to be performed and performed very 
well. I feel, and this is a criticism which 
certainly spreads across both recent 
Governments, that this side of industry 
has perhaps lagged behind in this coun- 
try? 1 would hesitate to give any dog- 

matic view on that. My only comment 
would be that forecasts of this kind 
of change are bound to be rather specu- 
lative and major long term changes 
would probably make themselves evident 
over a rather long period and so one 
would see signs developing perhaps well 
in advance of them making a big 
impact. I think this is a question which 
the Government might well wish to con- 
sider further. 

905. Does your Department try and 
take a very long view of the likely 
state of a whole sector of the economy 

up to 20 or more years ahead? -We 

do look as far ahead as we feel we 
reasonably can and in the case of energy 
demand it is normally 15 years ahead. 
We sometimes take rather tentative looks 
further ahead than that, but obviously 
the further ahead one looks the greater 
is the margin of error. 

906. Being more specific, what would 
you say in summary' was the present 
state of sectoral planning especially in 
connection with the Nationalised Indus- 
tries? Is there an up to date overall 
plan for fuel and power, for example, 
and if not, should there be such a plan 

in your opinion? 1 shall start off 

on this subject and perhaps Mr. 

394416 


Campbell will be able to elaborate on 
it. We do have a continual study of 
energy prospects. It is, of course, a 
very fluid picture which is constantly 
changing. To give one example, I think 
the view many people would take of oil 
prospects now in terms of supply and 
prices is perhaps rather different from 
that which would have been taken a 
year or two ago. 

907. On the grounds of a present 

shortage? On the grounds of a pos- 

sible shortage, I do not wish to sound 
alarmist about this, and of the con- 
tinual pressure from the producing 
countries for higher prices. We cer- 
tainly aim to have really a continuous 
exercise working on a picture of major 
developments in the energy field and to 
have that as the background to our 
studies of the plans and investment pro- 
grammes of the individual Industries. 

908. Perhaps we can turn quickly to 

the question of manpower planning. We 
take it that you are concerned with man- 
power planning. Do you have any views 
on the extent and efficiency of manpower 
planning within the Nationalised Indu- 
stries. Are these industries taking a 
long enough view of their demand for 
manpower, the need for new skills, re- 
training et cetera? Yes, certainly all 

our Nationalised Industries include man- 
power planning. Do you have any views 
They devote a good deal of care to fore- 
casting their labour needs quite a long 
way ahead, both in terms of total man- 
power and in terms of particular skills 
and the type of work. Where we as 
government tend to become most closely 
concerned with this is in those industries, 
notably in Coal and Steel, where, from 
time to time, there are quite heavy and 
concentrated reductions in manpower as 
a result of closures. The forecasts of 
the Nationalised Industries here are, of 
course, taken very closely into account 
with regard to regional planning, the 
work of our Department and the De- 
partment of Employment. 

Sir Donald Kaberry. 

909. Do you ever apply any sanctions 

if they seem to be over-employed in any 
one industry? What check do you have 
as to whether or not any one Industry 
is overmanned, apart from being under- 
manned? 1 think we would see the 

L 
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main pressure coming from the financial 
disciplines which regrettably as Mr. 
Tugendhat has pointed out, are somewhat 
weakened at the moment. There is one 
other, I think, quite important check 
that we can exercise and that is 
by means of international comparisons. 
This is a technique which we do use to 
some extent and which we hope to 
develop to assist our examination of cor- 
porate plans. It is not easy to make sure 
that one is comparing like with like as 
some of the published statistics can be 
misleading, but the Industries themselves 
certainly make comparisons of this kind 
and we are interested in the results. If 
we find that the manpower use in a 
particular Industry seems to compare 
unfavourably with that in other coun- 
tries, we would certainly ask questions 
about that. 

910. That was my next question: 
have you ever asked any questions of 
an Industry on that line? Have you 
ever said: “It would appear that you 
are overmanned? ” Is there any record 
at all in your Department of that ever 

having taken place? 1 know such 

questions have been asked in relation 
to Steel and in relation to the Airways. 
I do not know the outcome of the 
course of the discussions in detail in the 
Airways. In the case of Steel it readily 
became apparent that one of the main 
factors in our less favourable produc- 
tivity was the fact that we have a high 
proportion of old plant compared, for 
example, with Japanese steel which has 
been expanding more rapidly and which 
has a much higher proportion of modern 
plant. Improvement in productivity is 
being achieved and will be achieved by 
the modernisation of plant which the 
Steel Corporation has put forward and 
which is approved by Government. 

Chairman. 

911. In this connection have you or 
the Department taken much cognisance, 
for example, of the Swedish labour mar- 
ket law and the way they go about their 

manpower planning problems? 1 am 

not myself familiar with any contact we 
have had. 

912. There is one comment which I 
would like to make. In the course of a 
brief study recently, I came across the 


fact that the estimate in Sweden— and 1 
think this can be fairly applied to most 
industrial countries — is that the average 
industrial worker at least in their opinion 
will need to be retrained three times, 
and possibly even four times, in the 
course of his industrial career in terms 
of technological progress. Secondly, 
they are currently spending more than 
15 times pro rata on industrial retraining 
than the United Kingdom. In the case 
of those facts being only half right would 
you not agree that this is a rather serious 
thing for this country to be so under- 
spending, particularly in regard to the 
problem of retraining and re-employ- 
ment of manpower? 1 am quite sure 

this is a major problem and I really 
ought not to comment on the substance 
of what you have said, because it is the 
responsibility of another Department— 
the Department of Employment. We 
feed in, as it were, part of the picture. 
You will know that in relation to some 
of the Steel closures which are foreseen, 
the Government has set up task forces 
to look into the particular problem of 
among others Ebbw Vale and the De- 
partment of Employment very actively 
participates in these studies. It would 
be their concern rather than our 
Department’s concern. 

913. Primarily so, but you are still 
very much involved in terms of your 

overall role in the industrial scene? 

Yes, certainly, and, of course, within 
any of our Industries there are questions 
of retraining and techniques within the 
Industries which have changed, as they 
have in the Coal Industry. 

914. Is the Department in touch with 
developments in industrial investment 
planning, in foreign countries, for ex- 
ample, Scandinavia, France, U.S.S.R., et 
cetera? I should warn you that this 
Committee has been travelling in the 
past month or so and we have been to 
Finland, Sweden and France. We do 

know a little bit about this subject? 

I would say that we are not as well 
informed on this matter as we would 
like to be. We have not mounted any 
systematic and continuing studies of 
foreign techniques and procedures in this 
field. It is a question of limited resources 
in the Department and I am not sure 
that we will necessarily be able to give 
it priority over other work and it would 


Printed image digitised by the University of Southampton Library Digitisation Unit 




NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


275 


16 May, 1973.] Mr. J. G. Liverman, C.B., O.B.E., [Continued. 

Mr. J. W. Nichols, Mr. G. G. Campbell and Mr. P. H. Agrell. 


fall I think to Mr. Campbell’s Division. 
If I asked him, to mount a systematic 
study in this field, he would probably 
tell me that he needed more staff in order 
to do it. I do not want to suggest 
that we are in a state of complete 
ignorance. We do from time to 
time make particular studies of the struc- 
tures of the Nationalised Industries, their 
techniques and the Government relation- 
ships. If one is going to do it properly 
one really would have to do it in depth 
and devote considerable effort to it. I 
expect your Committee has found that 
one cannot simply judge from the formal 
structure. The really interesting thing is 
how they work out in practice. 

915. Accepting that and the inevitable 
differences between the industrial struc- 
tures as regards different histories and 
different geographical and technological 
developments and so on, nonetheless 
allowing for the scale of your operations 
in terms of supervision and the 
scale of your responsibilities, might 
it not be worthwhile to seek to 

put resources forward for this? Yes, 

it might. I certainly do not wish to 
dismiss this subject. I think we are 
likely to become more knowledgeable on 
these matters as our international in- 
volvement increases as of course it is 
doing through membership of Europe 
and other international activities. I find, 
and I think Mr. Campbell finds, that 
we have more contact on various matters 
with our opposite numbers in Continen- 
tal Governments and the Nationalised 
Industries themselves are developing 
closer contact with public sector enter- 
prises within the Community. There is 
an organisation of public sector enter- 
prises which meets periodically. I think 
we will improve our understanding here 
and it may well be, as you say, we 
should devote further effort to this. 

916. Our experience is that you might 

find a relatively small investment 
enormously profitable. If you decide to 
take my advice, please do not confine 
yourselves to the EEC? (Mr. Camp- 

bell) Perhaps I might add that when we 
unexpectedly found one member of my 
staff with more spare time than usual, 
this is a job he has undertaken. It is 
only done in a rather limited way. I 
do not know how long his spare time 
will last or how far he will get. We have 
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put him on the job to try to see what h& 
can find out about it. 

917. No doubt he will be among the 

more avid readers of our Report? 

Indeed. 

918. Has the Department any views on 
the future development in the National- 
ised Industries as such? Would the plan- 
ning of many activities be assisted if they 
were co-ordinated by a state holding 
company, i.e., those activities in which 
the Government has a minority interest 
or industries in which they own some, 
but not all, firms? This is an unacknow- 
ledged reference to the experience of 
one of the Scandinavian countries. Is 

the question clear? (Mr. Liverman) 

Yes, it is difficult to answer. 

Sir Donald Kaberry. 

919. Is it a matter about which the 

Department has any view at all, because 
if it has not a view, would it be fair 
to ask the witness to express an opinion 
on a matter which is somewhat contro- 
versial? 1 would like to accept a 

helping hand from Sir Donald! 

Chairman. 

920. I certainly go along with what 
Sir Donald is saying. It should be an 
optional question and not compulsory? 

What I say, I say cautiously. The 

case for a public sector holding company 
has been argued from a number of quar- 
ters. It has been considered within 
Government, I am sure on a number of 
occasions. It would, of course, be a 
major change in the structure of the 
Nationalised Industries and in the Gov- 
ernment relations with them and so it 
would be very much a decision for 
Ministers to take. I think it might be 
helpful if I said that from our own 
Department’s study of the suggestion we 
can see some advantages, but the dis- 
advantages loomed rather larger in our 
minds. I do not think we have been 
convinced that the proposal would really 
be any improvement in the conduct of 
the Nationalised Industries. 

921. The question goes rather wider 
than Nationalised Industries. We are all 
anxious to achieve a measure of economic 
navigation. The advantage the Sub- 
Committee saw in this was that by this 
means some considerable degree of a 
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monopoly situation could be avoided 
or reduced. In other words, you 
could have a Government holding 
company that was quite competi- 
tive in a considerable number of 
industries, but dominant in one or two, 
because of historical reasons, but exer- 
cising overall quite a substantial naviga- 
tion control over the economy without 
becoming too deeply immersed in the 
pure economics? 1 perhaps misunder- 

stood your question as being solely 
related to Nationalised Industries. I 
think if you take it wider than that it 
really is a rather fundamental issue Of 
how one runs a mixed economy at the 
frontiers of public and private enter- 
prise. I would hesitate to comment on 
that further. 

922. The question if I may say so came 
from the feelings many of us have that 
the particular form of Nationalised In- 
dustries is by no means the ultimate 
wisdom and one ought to perhaps start 
turning over in one’s mind whether this 
is the form we want in the final result 

at all? Yes, I understand the 

question. 

923. In France, and particularly in 
Scandinavia, the Sub-Committee came 
across many examples of mixed indus- 
tries and discussed the problem of their 
investment planning. Do we have simi- 
lar problems in the United Kingdom, 

for example in air transport? We do, 

both in air transport and in the steel 
industry, which have a public and private 


sector in this country. In both 
these are industries which are co£ 
mg internationaHy. This does give a ‘' 
additional dimension of difficulty in £ 
ward planning, that is perfectly true t . 
the case of industries like Gas and Ek 
ricxty the first problem is to estate 
the total size_ of the market and then 
each of those industries knows that it h?? 
got vmuany the whole of that mar£ 
With Steel and with Civil Aviation there 
is the additional uncertainty, because 
not only does one have to get the to™ ' 
size of the market, but one has to esti 
mate which share of the market the 
Nationalised Industry is going to secure 
against the competition both of inter 
national enterprises and of the private 
sector. _ So, there is that additional 
dimension which is very much a factor 
for. discussion with the Industries in 
their planning. 


Mr. Stoddart. 

924. In relation to air transport it was 
thought necessary and good to introduce 
into a near-monopoly situation some 
private enterprise, to make competition 
available. Do you think in chemicals 
and in other industries where there is a 
near monopoly situation it might be an 
idea to introduce competition by this 

method? 1 think that is a question 

on which officials should hardly be 
obliged to offer opinions. 

Chairman .] Thank you very much for 
coming and giving us the benefit of your 
views. You have been most helpful. 
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WEDNESDAY, 13th JUNE, 1973 


Members present: 


In the absence of Mr. Russell Kenr, 
Mr. Jack Dormand. 

Mr. John Golding. 

Sir John Hall. 


Sir John Hall was called to the Chair. 
Sir Donald Kaberry. 

Mr. David Stoddart. 

Mr. Tugendhat. 


Examination of Witness. 

Mr. Thomas Boardman, M.C., T.D., a Member of die House, Minister for Industry 

examined. 


Sir John Hall. 

925. As you know, the Sub-Committee 

has been inquiring into the various aspects 
of long-range planning by the national- 
ised industries, especially in so far as it 
affects their investment decisions. Have 
you any general statement to make on 
this, first in connection with present tech- 
niques and, secondly, in connection with 
developments you might like to see in 
future? Yes. Taking present tech- 

niques first, these are developing into a 
basis of which the central theme will be 
corporate planning. This is an introduc- 
tion which has come about in the last two 
years Or so, and which is evolving with 
varying speeds for varying reasons be- 
tween the separate industries, and it is 
one to which I attach considerable im- 
portance. The corporate plan, while not 
an end in itself, is a most useful instru- 
ment to help Government in the decision 
it makes in reviewing the forward look 
for the industries and in making decisions 
with regard to their capital investment 
programme, apart from being an essen- 
tial instrument for the management of 
the industries themselves. So this is a 
procedure which we are using to push 
the industries forward and, indeed, the 
industries themselves welcome going for- 
ward along that line, 

Mr. Dormand. 

926. Does the Minister see any particu- 
lar weakness, or weaknesses, common to 
the nationalised industries in this respect? 

■ Do you mean in their procedures 
or their methodology? 

927. Yes? No. Perhaps the main 

difference is in (lie case of the electricity 
industry. Because of its structure with 
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a generating board and twelve separate 
area boards the production of a corporate 
plan for the industry is rather different, 
and in some ways more difficult than it 
is in the case of some of the other indus- 
tries such as the National Coal Board or 
the Gas Board where you have a unified 
body and can have a build-up of one 
corporate plan. In the electricity indus- 
try each board is autonomous in many 
ways and separately accountable to me 
and submits its own capital investment 
programme, which are consolidated by 
the Electricity Council, and this means 
that they are planning in a rather more 
independent manner than applies with the 
old gas boards which now form part 
of the centralised British Gas Corpora- 
tion. This is the distinction between 
them. In the case of the National Coal 
Board, its corporate plan is behind that 
of die others and this is largely due to 
the setback which it suffered as a result 
of the industrial dispute last year, which 
sadly dislocated its planning. 

Sir John Hall. 

928. This is the Gas Board? No, 

the National Coal Board ; I was 'referring 
to the strike in 1972. 

Mr. Dormand. 

929. My question was about weak- 
nesses. Is the Minister saying that in 
the case of the Electricity Board it is a 

weakness? No, I was saying that in 

the procedures for the preparation of a 
corporate plan I believe that they are at a 
disadvantage as compared, for example, 
with the British Gas Corporation which 
has a unified structure. 

930. You refuse to use the word “ weak- 
ness ”? There are those who believe 
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that it is a strength that they have twelve 
plans to co-ordinate. But with such a 
structure I -think it is more difficult for 
the strategy to be settled centrally and 
the task of planning then to be devolved 
down to various parts of the industry. 
So I myself consider that this is possibly 
a weakness. 


Mr. Tugendhat. 

931. May I ask a question about how 
the calculations of the industries fit into 
the economy. Would you agree, and 
you have had experience in private enter- 
prise, that a private enterprise concern 
can make a corporate plan which, it is 
true, may not succeed but at any rate 
it is to a great extent master of its 
fate, but that the difficulty with the 
nationalised industries is that some prior 
Government claim comes in and in a 
sense corporate plans are almost 
rendered null and void. Do you think 
I am using too strong a term when I 
say rendered null and void, and do you 
think that corporate planning in 
nationalised industries has to be 
based to any significant degree on 
a different set of criteria than in 
private industry because of their 

relationship with Government? 

Taking the last point first, it is essential 
that in their corporate plans, and indeed 
this is true whether it is the private or 
the public sector, they should work on 
certain assumptions, and those assump- 
tions have to be soundly based. In the 
case of the nationalised industries they 
must make assumptions as to what might 
happen, for example, in the pricing struc- 
ture, those areas which have not always 
been as much within their control as 
they are in the private sector, or perhaps 
I should say have been in the private 
sector, so this is a difference in the 
assumptions. There are, obviously, other 
major differences in the nationalised 
industries from -the private sector. One 
very important one is that in the private 
sector one of the -main material factors 
in looking ahead and pl ann ing your 
future investment and the like is the 
source of funds for investment. In the 
private sector one has to decide, in 
considering a new investment, from, 
where the funds will come, whether from 
retained profits, raising money in the 
market or from realisations and so on. 
In the- public sector the availability of 


T 1 ^uuuau^cu industries de. 
pends far more on the general economic 
climate of the country than upon aZ 
other factors and this does have an effm 
For example, it does not put at tim* 
the Sarnie need or urgency upon th. 
public sector to realise those assets wta 
could be more effectively employed in 
a new industry. This is one of the hb 
distinctions^ s 


Mr. Golding. 

932. I want to follow up Mr. Tugend- 
hat’s point. How can one expect 
nationalised industries to plan for the 
future when there is so much chopping 
and changing in their investment plans? 

I am thinking at the moment of the 
Post Office. When there was a need 
to put some boost into the economy ’ 
the Government decided that there 
should be a very rapid increase in post S 
Office expansion. Now they have de- 
cided to cut public expenditure and have 
taken £30 million off investment expendi- 
ture without there having been any 
examination of -the value of that par- 
ticular cut. In fact. Ministers have been 
unable to say precisely what would be , 
cut. The only thing of importance is ' 
that a cut of £30 million takes place. 
Do you think that sensible planning can 
take place in these circumstances? — 
Yes, I do. I think one must look at 
these cuts in perspective against the 
whole total of the capital investment 
programme of the industries concerned. 
Against that they are comparatively i 
marginal ; they are not enough to affect i 
the strategy of the industry. As to con- 
sultation, it was obviously impossible to 
consult the individual industries in ad- 
vance and say “ We want so many mil- 
lion from you, and so many million 
from you.” Of course, Ministers were 
aware of the corporate plans and the 
investment programmes of those indus- 
tries and were able to make an assess- 
ment of what would be a realistic 
amount that might be achieved by those 
industries without in any way impeding 
their growth or altering their strategy. 
They were able, therefore, to arrive at 
a figure which was realistic for cuts that 
were to be made without, as I say, doing 
the damage which you suggested might 
follow. Then, of course, on the an- 
nouncement of the cuts it has been put 
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back to each industry to say how it 
can achieve this most effectively. The 
Minister would say “My view is that 
you can do certain things which 
would seem to me to have justified 
suggesting that a figure might come from 
your industry but will you, who have 
the responsibility of managing, say 
whether this is something you can do? ”, 
and it is at that stage that it is happen- 
ing. So while there are, of course, these 
uncertainties as to the cuts which have 
just happened, which do have an effect, 
they must be put in proportion to the 
total amount involved. Indeed, in the 
case of bringing on capital investment, 
I suppose the most recent case of that is 
the order for the Ince Power Station 
eighteen months ago and there, as Sir 
John and your Committee will remem- 
ber, there was provision that the 
additional cost of bringing on that in- 
vestment was a charge to be paid out of 
public funds and was not to be borne 
by the industry itself. So that should 
not have affected their report or distorted 
their general planning. 

933. What would you describe as 
marginal? _ I do not regard a 4} per 
cent, cut in investment as a marginal 
one. Would you describe it as marginal? 

I think 5 per cent, is marginal. The 

deferment of certain projects which are 
desirable but not essential does not in 
my view affect the strategy or the out- 
come or the ability of those industries 
to plan. 

Mr. Stoddart. 

934. I should like to ask the Minister 
if there is not another way in which 
Ministerial intervention affects the pro- 
gramme of investment of a nationalised 
industry, and I mean direct intervention 
on the price mechanism. There is no 
doubt at all that in some industries the 
fact that they have been unable to 
adjust their prices as they feel necessary 
must have an effect on their estimates of 
the growth of the industry — the growth 
may in fact be more than they had 
originally thought because the price is 
too low — or it may have an effect on 
the return which they are expected to 
gain from their investment. What I 
should like to know is just when can 
these industries expect to operate on a 
strictly commercial basis. I do not 
know if the Minister would agree but 
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is it not a fact that the longer they 
go on having their price mechanism 
interfered with the more difficult it will 
be to bring it back into proper per- 
spective? The longer they are charg- 

ing less than the economic rate the 
wider the gap becomes between the price 
charged and the economic rate, the rate 
which would bring in an adequate 
return, and the more difficult it becomes 
to get back to the proper commercial 
pricing structure. That I accept. I think 
the period of intervention on prices is 
one which goes back quite a long way 
and there is no doubt that it has made 
considerable difficulties for the industry, 
both with regard to the morale within 
the industries, which I think is some- 
thing one should not entirely igno’re, and 
with regard to certain aspects of their 
planning. I believe it is possible to cover 
a number of these things in their plan- 
ning on the basis that they put their 
plans forward on certain assumptions, 
one assumption being that they will be 
able to increase their prices by what they 
consider to be the right amount in a 
particular year. If there is subsequent 
intervention which makes it desirable to 
have a lesser increase, then you have a 
measurable difference which last year, 
as the Committee will know, was 
adjusted by the Government’s agreement 
to pay compensation. It also has an 
effect upon the investment and upon 
the demand because if prices are too low 
it does create a demand which means a 
further demand on resources, a require- 
ment for further investment and so on. 
So, of course, it is desirable that one 
should get to economic pricing at the 
earliest possible time. Against that the 
industries themselves recognise probably 
as strongly as any section of die com- 
munity how essential it is for inflation to 
be controlled and that from their point 
of view inflation can cause far greater 
damage to these industries than the 
damage caused by price restraint. It is 
a balance. 

Sir John Hall. 

935. Taking into account the un- 
certainties to which nationalised indus- 
tries are subject, do you think that this 
has an effect on their long term plan- 
ning? Do you think they take a long 
enough view of their future develop- 
ment plans? In the context of 

planning from the point of view of the 
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lead time necessary to produce a new 
capital investment, build a new power 
station, sink a new mine and so on, I 
think we have got to lengthen the look 
ahead. Perhaps I could come back to 
that point a little later. On the question 
of the pricing structure, again they will 
in their assumptions and plans, for ex- 
ample in their five-year corporate plan, 
put them forward on the assumption that 
they will be able to increase their prices, 
to contain increased costs and either 
get back to economic pricing or move 
towards it. 

936. As long as they are subject to 

constant intervention by Government, do 
you not think that this inhibits them in 
looking too far ahead in their plans, 
which could be to the long term detri- 
ment of these industries? Do you think 
that there are other ways in which this 
can be remedied? From my experi- 

ence I would say that in their planning 
they are ail making assumptions about 
a return to a commercial pricing system 
over a period of time. So I do not think 
that is deterring them from looking 
ahead. I think that there are uncertain- 
ties ahead in a whole variety of fields, 
such as energy policy and the like, which 
do create difficulties in looking too far 
ahead but nevertheless there is in my 
opinion, and in the opinion of these 
industries, a very real need to look ahead 
beyond the lead time required for the 
creation of the plant in which they 
invest. 

Mr. Golding. 

937. Where will one find a long term 

national tele-communications plan? 

It is the Minister for Posts and Tele- 
communications who has responsibility 
for that and I do not think it would be 
right for me to deal with that. 

Sir Donald Kaberry . 

938. Perhaps I could just throw some- 

thing else into the pool. Have you ever 
come across a nationalised industry, in 
the light of all the difficulties you have 
just painted of Government intervention, 
price control and restrictions, going in 
for what I call a severe policy of re- 
trenchment? Yes, indeed. The cut- 

back in the labour force in these indus- 
tries has been fairly dramatic. They 
have followed policies of greater effici- 
ency and of containment of costs, which 


I suppose one might call retrenchment 
and these are things which one h * 
mg every encouragement to these hX 
tries to pursue It is not sufficient £ 
them to say “Costs have gone up 1 
cannot put up our prices and therefore 
we must increase our loss.” They haw 
to look at ways of controlling costs 
They have to say “How do we manS 
to control costs without being able to 
increase our prices? 

Sir John Hall. 

939 It seems from the evidence so 
far submitted to the Sub-Committee that 
it is becoming increasingly difficult for 
Members of Parliament to assess what 
is actually happening in the nationalised 
industries. In some cases this is because 
present difficulties which may face a par- 
ticular industry have resulted from deci 
sions taken some time ago and present 
decisions may not yield results for some 
time to come. It seems to have become 
very difficult to get real accountability 
to Parliament in the first place, and I 
would have thought that it has some 
effect upon the effectiveness of Minis- 
terial control of the nationalised indus- 
tries. Is there any way of overcoming 
this particular difficulty which the Sub- 
Committee has found is so prevalent? 
— —I think .the problem of the account- 
ability of these industries to Parliament 
is a very difficult one because the Minis- 
terial responsibility, as Sir John will 
know is a very limited one and the 
area on which a Minister can be ex- 
pected to respond to the House is very 
confined. Indeed, were it otherwise, we 
would face the problem of the manage- 
ment of these businesses being carried 
on on the floor of the House. If the 
Minister is to be responsible and 
accountable to the House of Commons 
for a lot of matters which indeed Mem- 
bers would wish to know, then he would 
be himself very much in the position of 
being almost the managing director of 
the industry. 

940. On the other hand, the middle 
staff must have some responsibility for 
the investment proposals of an industry 
and therefore a lot depends on the calibre 

of the people who are running it? 

Indeed. I think the second leg of the 
problem is this, that decisions made 
about investment to-day will not in many 
cases be tested as to whether they were 
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w ise or unwise for many years ahead. 
With regard to electricity generating 
plant, the decisions made back in the 
1960’s have had an impact upon the 
falling off of electricity demand and 
therefore upon generation and this has 
had an effect upon, the plant industry in 
the early 1970’s. It is this time lag 
which does, again, present a problem. 
One has got to make the best assess- 
ment one can and I think that to account 
to Parliament in a meaningful way is 
extremely difficult. 

941. Having given thought to this, as 

I am sure you have, have you got any 
ideas as to how Parliamentary account- 
ability can be improved? The first 

thing is that the industries’ reports, 
which have been somewhat stilted in 
their style in the past, will I hope be- 
come more readable, if nothing else. 
Whether this will enable them to be much 
more informative and enable a better 
judgment to be made as to whether an 
investment is right or wrong I think is 
perhaps doubtful because I think it is 
extremely difficult for them fin be tested 
until well after the event has happened. 
They are in the same position as any 
industry which is investing large sums 
which do not show the pay-off for a 
long time ahead. 

Mr. Golding. 

942. There is the difficulty that some- 

times it is not very clear whether it is 
Ministerial responsibility or the chair- 
man’s responsibility. I will give two 
examples. One is the situation in the 
steel industry where those in the industry 
say that the present problems of re- 
organisation stem from the Govern- 
ment’s setting of a steel target which 
they themselves would not have set. So 
one gets referred by the steel industry 
to the Government as the culprit, and 
the Government tell us that all matters 
relating to re- organisation are the 
responsibility of the British Steel Cor- 
poration. You get this type of grey 
area being referred backwards and for- 
wards? With respect, their statement 

is based on a false premise in that it 
has been denied by the British Steel Cor- 
poration, as it has indeed by the Gov- 
ernment, that the target was set by the 
Government and was unacceptable to 
the British Steel Corporation. The tar- 
get is the British Steel Corporation’s 


target and their strategic plan is based 
on it. So to that extent I am afraid that 
the argument falls down. 

Sir John Hall. 

943. There is a particular problem 
which seems to arise from the pace of 
technological change and the danger of 
becoming locked into obsolete equip- 
ment. This is a particular difficulty with 
the Post Office and it was worry about 
this problem which led to the present 
inquiry. Have you any views on the 
methods of technological choice used by 
the nationalised industries? Could they 
be improved? Do they co-operate 
closely enough with the supplying com- 
panies? Lastly, do they take a suffici- 
ently broad view of the possibilities open 

to them? Obviously improvements 

can always be made and no doubt there 
is room for improvement in all the pro- 
cedures in all the industries but by and 
large I think they are extremely well 
equipped to make these judgments and 
are extremely competent in the way they 
set about them. The liaison between 
the industries and the supply or plant 
industries is very close. They work 
very, very closely together. There is 
considerable liaison which certainly is 
being increased in what is happening 
overseas. I think one danger would be 
if they closed their eyes to what is 
happening overseas and lived in a rather 
cosy relationship with the supply indus- 
tries, taking in each other’s washing. 
This is something which they are very 
conscious of. I think each industry has 
a slightly different approach because the 
circumstances so demand but they are 
extremely conscious of the danger to 
which you have referred and are doing 
their utmost to avoid it. 

944. Do you think there is a tendency 

to fall into the opposite danger, that of 
constantly waiting for the next develop- 
ment and therefore doing nothing be- 
cause they *are always waiting for some- 
thing better to turn up? It is a matter 

of judgment at the time and no doubt 
sometimes they will fall on one side of 
the fence and at other times on the 
other side. It is danger which of course 
they must beware of. 

Sir Donald Kaberry. 

945. I think what worries some of us 
is the nature of die advice which is taken 
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and sometimes given to a particular 
nationalised undertaking where it is 
spending a lot of money. I know that 
it varies from undertaking to under- 
taking. For example, as Sir John has 
said, this inquiry really started because 
of the enormous sums of money which 
the Post Office were about to spend or 
were spending. It was a lot of public 
money and presumably they were advis- 
ing themselves on whether it was the 
best system. When we had the Aircraft 
Corporation here, they were satisfied that 
there was no one else in the country 
who could advise them better than they 
could advise themselves, so they will 
buy their aircraft according to their 
opinion as they think fit. What I want 
to ask is this. Should not your Ministry 
or some Ministry, (the sponsoring Minis- 
try, take separate advice as to whether 
that particular nationalised undertaking 
is taking the right step in doing that par- 
ticular thing — not to re-examine the 
whole thing but to take some outside 

advice? Yes, this is what is done in 

certain fields. If I may quote the in- 
stance of the steel industry, in that indus- 
try the original joint steering group was 
set up to discuss the size of the market 
and go into the facts. There, of course, 
the Department did employ and take 
outside advice, the best outside advice 
that was available to it, to form an 
independent view as to whether they 
and the Steel Corporation were thinking 
in the right bracket. But I think that 
one must face the responsibility that in 
looking at one particular project one 
must avoid duplicating and setting up 
technical advisers with the Department 
who believe that they know better than 
the industry and are inclined to tell the 
industry how to do it or constantly cast- 
ing doubt on either the ability or integrity 
of the industry by cross-checking every- 
thing that they feed forward. I think it 
is a matter of judgment. The industry 
recognise that the Department must be 
given the basic information, that the 
Department does contain within it cer- 
tain highly qualified people in fairly small 
numbers who are able to get the smell 
of the sort of thing that is going on and 
who will raise points if they think that 
those points need further examination. 
Whether we have the right balance or 
not must obviously be a matter of judg- 
ment but in certain instances outside 
advice is sought and taken. 


Mr. Golding. 

946. I was a little surprised to hear 
the description of the relationship with 
the Post Office. It is a good Ministerial 
ploy but it does not correspond with the 
reality of the last two or three years 
When TXE.4 was initiated, which I $uj> 
port very strongly, it was being devel- 
oped by three companies and the Post 
Office together. The two companies did 
get out of the development, the two 
British companies, Plessey and AEI-GEC 
but for a very long period there was 
warfare between Standards and the Post 
Office on the one hand and Plessey and 
AEI-GEC on the other and it was be- 
cause of the leak of that warfare that 
this Sub -Committee decided to examine 
the whole problem and it really is not 
correct to say that there has been a 
very happy working relationship through- 
out the period of the development of 
TXE.4. May I ask you, have none of 
your advisers in the Department advised 

against TXE.4? My Department is 

not responsible for the Post Office side 
of this and I do not think I can answer 
questions on that. 

947. With respect, examination has 
shown that the Department of Trade and 
Industry did say that they were respon- 
sible for the manufacture, for the supply 
side of the question, and that they were 
responsible from the point of view of 
exports and from the point of view of 

development? The Department, of 

course, had a large input into this be- 
cause of the Departmental interest in 
the supplying companies but the relation- 
ship between the nationalised industry 
concerned, the Post Office, and those 
industries is one which is the responsi- 
bility of the Minister of Posts and Tele- 
communications and it would be quite 
impossible, and quite wrong I think, 
for me to comment on that. 

948. You are not the sponsoring 

Department for the manufacturers? 

Indeed, the Department is the sponsor- 
ing Department for the manufacturers, 
yes. 

Mr. Golding .] Then if the Department 
is the sponsoring Department for the 
manufacturers I cannot see why the 
question cannot be answered. 

Sir John Hall.] It is the relationsrip 
between the Post Office itself and the 
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manufacturers rather than the Depart- 
ment. 

Mr. Stoddart.] Except that in so far as 
there was a dispute the industry concerned 
would have contacted the D.T.I. 


Sir John Hall. 

949 . I do not know whether they did 

or not? 1 cannot speak from my own 

knowledge but I have no doubt that the 
Department provided a lot of input 
into the considerations which applied to 
the Minister of Posts and Telecommunica- 
tions in his sponsorship role for the Post 
Office. 

Mr. Golding. 

950. The distinction .that Mr. Nicholls 
drew was that the Department of Trade 
and Industry was interested in ensuring 
that there was a strong supply industry 
whereas the Post Office’s concern was 
the effect it had upon telephone cus- 
tomers. My questions do relate in one 
sense to the industry because so far as 
I understand it Plessey and A.E.I.-G.E.C. 
did initially oppose the project, partly on 
the ground of its effect on British in- 
dustry and its effect on exports. They 
were concerned with the development of 
technology. I think one of the aspects of 
concern was that we would develop a 
technology different from that of other 
countries and would therefore not have 
an export market. As I understand it, 
when we tackled the Post Office they 
said “It is not our responsibility to be 
concerned with exports ; .that is for the 
Department of Trade and Industry.” 
That is why it is important that we should 
ask you whether you are satisfied with 
the technological suport that you have 
in your Department to advise you on 
the industrial and trade aspects of this 

particular decision? 1 am satisfied that 

my Department would have the necessary 
background and knowledge to make an 
assessment of the export potential of a 
given order and would have close links 
with the industries so that they would be 
able to make an assessment of the impact 
that a Post Office decision would have 
upon those industries. As to the role of 
the sponsoring Minister, that is something 
I cannot comment upon. 


Sir John Hall. 

951. Would it be the responsibility of 
your Department to comment on pro- 
posals that the Post Office might put up 
and say “ In our view this does not have 
an export potential ; can you not think 
again and develop some different form 

of equipment? ” 1 am quite sure 

that if this were the opinion formed on 
a particular project, that would be done. 

952. But it was not done here so far 

as you are aware? 1 am afraid I do 

not know to what extent it was done. I 
am sure there would have been very 
close consultation with the Department, 
and through that with .the Post Office but 
I cannot speak on this from my own 
knowledge. 

Mr. Dormand. 

953. 1 want to return to the point made 
by Sir Donald on this aspect. I raise it 
because, as the Sub-Committee will recall, 

I asked the same question of a number of 
witnesses. For the benefit of the Minister 
I will say that I asked whether each of 
the Departments felt that they were suffi- 
ciently strong in the matter of economists, 
statisticians, top level administrators and 
so on to produce the kind of worthwhile 
dialogue which I think Sir Donald was 
referring to. I think I am correct in 
saying that in every case they said they 
felt themselves to be more or less com- 
petent. I know that the Treasury officers 
said that their particular experience gave 
them certain skills together with trained 
economists and statisticians to make the 
original argument stand up on its own 
two feet. I get the impression .that the 
Minister does not feel quite so strongly 
on this. I think that his Department is 
the key one and I should like to ask 
him whether he would comment on the 
role of these specialist officers in relation 

to capital investment? 1 think we have 

to have within the Department sufficient 
people to understand and advise on both 
the methodology and on the making of 
an assessment of the plans, to give the 
Minister advice on those and to draw 
attention to areas which would appear 
to need challenging and at the same 
time, without duplicating the work done 
by the industries themselves, to be able 
to assess the colour and the flavour of 
those plans. It is difficult ever to be 
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sure that one has the right balance. It 
would be very easy to slip into the way 
of building up a vastly increased staff 
which would be at least equal to 
that of all the industries put together 
and they would be duplicating the work. 
We have to be able to be satisfied that 
the work being done by the nationalised 
industries is work upon which we can 
rely and not work which has to be 
cross-checked the whole time. Very con- 
siderable progress, I think, has been 
made in this field ; they have been very 
forthcoming with what they have put 
into the Department, thus reducing the 
need for any duplication. There have 
been gaps in the organisation, which have 
been filled. For example, we lacked 
experience, I think, in corporate planning 
and a small unit has been established 
to fill that gap. So I think we have about 
the right balance again. 

954. Would the Minister agree that 
to assist in getting the right flavour, to 
use his own word, it would be of help 
to Government Departments to have an 
interchange of specialists between private 
industry and Government officers and, 
if so, what is he doing to encourage 

that? 1 agree that it is helpful. We 

have industrial advisers who come in for 
a two-year period. In fact the person 
who has just come in to head the cor- 
porate planning has come from the 
private sector, fresh with private indus- 
try’s thinking on coporate planning, and 
he will remain for two or three years. 
The role of officials getting much closer 
contact with industry is something 
which is also evolving, so they are getting 
far more understanding. Indeed, many 
people concerned with industry have 
said to me how much more they are 
noticing now the officials with whom 
they communicate and how much more 
understanding they have of how the 
private sector works. This I think is 
good. There are problems, as we know, 
in getting this interchange such as 
making sure that you get the right man 
and not the man the particular firm does 
not want to have for a little while, and 
the problem of the men coming across 
into Government and losing their jobs 
and their place on the promotion ladder. 
I certainly support the theory and in 
practice we are trying to do it. 


Sir John Hall. 

955. Another problem is that the 
Department could lay itself open to the 
accusation that it was favouring the 
firms from which the experts were 9 
seconded. May I go on to another point 
and that is the problem of fuel, fa 
you know, there is growing anxiety about 
world and national fuel resources. There 
has not been a White Paper on fuel 
policy since 1967. Do you think it 
would be appropriate for the Govern- 
ment to issue one in the near future in ? 
order to increase Parliamentary and 
public understanding of its policy in this ’ 

area? 1 know that there is a very 

strong feeling in the House and outside 
that a White Paper should be issued, 
There are difficulties and perhaps a 
counter-productive side to a White Paper - 
because in the past the figures in them * 
have been construed as targets and any 
departure from them in the future will ' 
be looked upon as failures although 
those departures may be ones which 
follow the normal sequence of events. I 
think the broad strategy of fuel policy 
has been spelled out. To spell it out 
more definitely should be done, I think, 
in the context of a European energy , 
policy. It is difficult to say that one ' 
has an energy policy in isolation from t 
the rest of Europe or, indeed, from the 
rest of world circumstances and these are 
changing rather rapidly at the moment 

956. That is true but changes which 
have taken place in the last six years 
might mean that there should be addi- : 
tional capital expenditure or, indeed, that 
existing expenditure should be 
re-directed. Would it not be useful 
and very valuable for the House to be 

made aware of this? Yes, I recognise 

that point but the changes that have 
taken place over almost a matter of 
months have been fairly dramatic, or 
perhaps I should say that the changes 
which have been made public over the 
last few months have been dramatic. 

I take note of the point you have made. 

Mr. Tugendhat. 

957. I entirely share the Minister’s 
view about the difficulty of publishing 
a fuel policy White Paper. I think that 
the last one was an excellent document 
of its kind and would be difficult to 
better and the fate of it shows that great 
disadvantages of attempting that sort of 
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exercise. If one were to take out the 
word “ policy ”, do you feel that it would 
be helpful to Parliamentary understand- 
ing, and perhaps even to public 
understanding, if a document was pro- 
duced on the European or even the world 
energy situation in which one talked 
about the problems of oil supply, where 
it is going to come from, the type of 
technology within the realms of possi- 
bility with coal and its development, 
and nuclear power — a general discussion 
document on the situation as it is and 
the sort of changes that seem possible 
but not a policy document giving per- 
centage shares of the British cake and 

so on? 1 am attracted by that 

approach and it is one which I shall 
certainly have very much in mind. 

Mr. Dormand. 

958. I find it difficulty to accept what 
the Minister has said about a White 
Paper. We are constantly being almost 
inundated with White Papers and I 
wonder why the Minister should hesitate, 
particularly for the reason he gave, about 
producing one on fuel policy. He says, 
for example, that it would be necessary 
to take into consideration the fuel posi- 
tion in the world. Of course it would ; 
one can say that about most White 
Papers. I ask the question because I 
wonder if he is aware of the very great 
concern of the N.U.M., for example, and 
also the T.U.C. about die absolutely 
urgent need for a White Paper on fuel 
policy, or at least a fuel policy although 
the White Paper would come first. I 
wonder if he would comment further on 
this. Is he being hesitant because there 
is something he does not want to tell 
the Sub-Committee as to why there 
should be no White Paper on this field? 
It is very much related to the whole 
thing that we have been considering for 

weeks? 1 think that a White Paper 

is very much like a photograph: in the 
sense that it is accurate at the point 
of time when it is published but can 
so quickly become dated. If you have 
within that White Paper specific figures 
I believe that as they become dated and 
events cause changes to be made there 
is a danger of it being a document which 
causes more concern: and therefore of it 
doing more harm, than good. On the 
other hand, I recognise that there is a 
very real need for people to' be able 


to discuss the main threads of the way 
Mings are developing. We have en- 
deavoured to give this opportunity in 
tile case of coal in the debate on the 
Coal Industry Act. I did make it fairly 
clear which way I thought coal ought 
t0 : be developed. The same thing applies 
, reEard t0 ' the nuclear industry. 
Whether at some time, I would hope 
not too far ahead, it would be possible 
to pull some of these threads together 
is something which I should very much 
like to keep in mind. 

Mr. Golding. 

959. I represent a coal mi nin g con- 
stituency, too, and a very profitable 
area and they also are concerned. What 
I cannot understand about the. Minister’s 
answer is that we can have a White 
Paper on steel which provides targets 
to which investment is related and yet 
we have to tell the miners that there can 
be no fuel policy because it would be 
wrong at this point in time to put down 
targets. It does not quite make sense. 

I think what they are concerned about 
is whether the Government has a co- 
herent policy and the thinking is that 
a White Paper would force the Gov- 
ernment to bring the various energy 
strands together and that this would 

be a test of its coherence? That is a 

very real distinction between steel and 
coal in the matter of White Papers. Steel 
is a single product without a competing 
product or without a product which 
would be a complete substitute for it 
and therefore an assessment with regard 
to steel, the size of the industry and 
so oil, has been capable of being put 
into a White Paper, with a built-in 
margin of flexibility- In the case of 
the primary fuels, coal, oil, natural gas 
and so on, they are all component parts 
of any fuel policy and it is this which 
makes it difficult to pull them all to- 
gether and deal with them in the same 
way as you can deal with steel. 

960. When you say this you are really 

saying that it is impossible to have a 
long term plan for coal. That is the 
implication I draw from it. If you 
cannot say “I can make certain pre- 
dictions about coal and coal consump- 
tion and about the mining of coal ” 
then you cannot have a long term plan 
for coal? The approach which has 
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been adopted, by some, and indeed by 
the T.U.C. in the paper which] has been 
referred to, was. to take a figure and 
say that that will be the coal output 
in 1980, 145 million tons, and then to 
build the case up around that and take 
that as a figure regardless of what was 
happening to other fuels. I do not 
believe that this is the way in which 
one can build up a fuel policy. I do 
not believe that one can do it by taking 
a figure and starting with the assumption 
that we must have a given quantity of 
coal in a given year almost regardless 
of relative prices. 

Mr. Stoddart. 

961. This is one of the most funda- 
mentally important things which face us 
at the moment. Surely a White Paper 
or some other document would, as Mr. 
Golding said, give some indication that 
the Government was very concerned 
about this and were plotting a future 
fuel policy direction. At the moment, 
whether we like it or not, there is no 
coherent policy and all we have, and all 
we can see, is the fuel industries all com- 
peting one against the other, which 
again is an absolute nonsense. The 
Chairman of the Gas Council has told 
us that the reserves of natural gas would 
last about 29 years — he could not say 
exactly — and yet he went away from 
here and no doubt told his people “ Get 
on with the job, boys ; sell more natural 
gas” even though he knew that his 
supply might be exhausted in 29 years’ 
time. It is absolutely essential to get rid 
of this sort of wasteful competition. It 
is absolutely necessary for the Govern- 
ment and the country to conserve fuel 
resources and use the resources of which 
they have most and that is available to 
them locally. Without some sort of 
White Paper or some sort of declaration 
and direction then we are going to have 
a chaotic fuel policy over the next ten 
years, as indeed I think we have had 
over the last ten years. I do hope that 
the Minister will take note of what has 
been said here because it is most impor- 
tant? If I may turn the argument 

round, you have said that we have had a 
chaotic policy over the last ten years 
but in the middlle of that period we had 
the 1967 White Paper, which did not in 
any way improve the situation on that 
argument. I did give broad lines of 
policy, albeit briefly, in the various Coal 


Bill debates I think there is a case for 
pulling together the threads of the vari 
ous fuels at the earliest time when i 
can make a cohesive pattern and a sen 
sible pattern. In the meantime it would 
be wrong to suggest that we have no ’ 
policy and are just going from hand to 
mouth. This is not so. Indeed, so f ar 
as coal is concerned I gave figures of 
coal production, subject to the industry 
being able to make the response that 
we hoped it would. So far as the gas 
industry is concerned, I do not want to j 
develop the technical arguments about 
the selling of gas and the time when 
natural gas will be depleted but there 
are very real technical problems in open- 
ing a gas field and then having the gas 
supply contained either at a level rate or 
a rate which is gradually building up, 
There is a pattern of building up to a 
maximum plateau and then coming down 
again. There are technical reasons why 
it has been necessary for good, sound 
economic reasons to sell gas although 
the gas may not be there to sell to the 
same customer some years ahead. 


Mr. Golding. 

962. When do you expect to be able 
to bring these strands of thinking on * 
fuel together to make a cohesive policy? 
There are areas in world develop- 
ments where I think it is sensible to 
wait and see how they evolve. Certainly 

I note the views expressed by this Sub- 
Committee and expressed elsewhere that 
the House would like this to be done at 
the earliest time when it could be of 
value. 

Sir Donald Kabeny. 

963. The Sub-Committee has not yet ex- 
pressed any views at all. The Minister 
has been asked a few questions on a 
matter which I should have thought is 
completely extraneous to the subject 
matter of the inquiry we are seeking to 
pursue. That is my reading of the ques- 
tion. The question whether the Gov- 
ernment at some stage should pursue a 
different policy is not a matter for this 
Sub-Committee to decide. Am I right? 

1 will say that I have had some 

views expressed by some members of 
the Sub-Committee. 

Sir Donald Kaberry.] No doubt we 
shall have something to say in our 
report. 
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Sir John Hall. 

964. When this Sub-Committee visited 
Scandinavia we discovered that there 
was a growing trend towards industrial 
democracy, which of course is apparent 
throughout the E.E.C. countries, particu- 
larly in France and Germany. Do you 
have any view on how this might 
develop in the nationalised industries in 
this country? Steel has been suggested 
as a possible candidate. If it does 
develop, how is such a development 
likely to affect investment planning in 

the future? 1 am not sure that I have 

understood the earlier part of your 
question. 

965. There is a trend towards indus- 
trial democracy, that is, the introduc- 
tion of worker representation on the 

boards of undertakings? In the case 

of the steel industry they have got worker 
directors in their various divisions, who 
are elected by members and then selected 
for these appointments. This has been 
an experiment which they have 
developed over the period of nation- 
alisation, and in the particular circum- 
stances of the steel industry I under- 
stand that it has been welcomed by both 
sides of the industry but this is a par- 
ticular case. I think the wider issue of 
industrial democracy and worker par- 
ticipation is really one which goes right 
beyond the nationalised industries. I 
am not sure whether it is an issue on 
which I would feel equipped to pass a 
comment to-day. 

966. There is another point. At the 

moment there is a possibility that as 
the E.E.C. develops we may have to 
fall into line with a development of this 
kind and it is thought that this may have 
some effect on investment planning in 
the sense that you may get a different 
view on a board which might not other- 
wise have been represented there? 1 

am sure that there will be an opportunity 
for discussing this at a later date when 
there will be White and Green Papers 
coining out later in the year. 

967. Are you satisfied with the man- 

power planning in the nationalised in- 
dustries as a whole? Again the in- 

dustries have made a very real effort to 
use the most modern methods of tackling 
this. They have some very well quali- 
fied directors and senior executives 
operating in this role and whilst the 


results have not always been as satisfac- 
tory as one could have hoped, I think 
there is a continuing drive to improve it. 
I think they are not doing a bad job. 

Mr. Golding. 

968. Can you give some examples 
where the development of investment 
plans have included manpower plan- 
ning? Can you give examples where 
departments have come and said “In- 
vestment is this ; the technology is this ; 
the impact on trade is this and the 
impact on the work force will be this ”? 

Yes, indeed. In all these matters the 
effect on the employment of manpower 
is one of the factors in their plan. The 
capital investment plan will show what 
the impact will be on staff and man- 
power. 

969. Could you give an example? 

The steel White Paper itself is an ex- 
ample, which showed the run-down in 
the labour force in the steel industry, 
where the impact would be, and gave 
some indication of the time scale when 
it would take place. In each industry 
one has the same figures produced by 
the industry showing the consequences 
of various investments. For example, 
the conversion programme to natural 
gas showed the number of additional 
people who would be employed in con- 
version operations in various areas of the 
country. 

970. When they have been given to 

you, have you examined how these plans 
will be received by the unions, and 
would you ascertain whether they had 
been discussed with the union con- 
cerned? Again if I may take the steel 

industry, the steel plan was discussed 
in confidence with the union at a very, 
very early stage. 

Sir John Hall. 

971. From its European experience the 
Sub-Committee discovered that in Scan- 
dinavia and some other countries such 
as Italy there is a state holding company 
which organises a number of enterprises 
in various sectors of the economy. For 
example, in Italy there is an organisa- 
tion consisting of nationalised and pri- 
vate enterprise together. Do you have 
any views as to the possibility of the 
creation of a similar holding company 
here which would bring in a nationalised 
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industry in any form? 1 would feel 

nervous about interposing further tiers 
between the chairman of a nationalised 
industry and the operating company or 
between him and the Government. I 
think it would just put another barrier 
between them and, indeed, to have a 
company which could, as I understand 
the Swedish one, amount to the re- 
deployment of resources between the 
companies in that holding company in a 
way which might suit the particular 
moment of the day might not make any 
economic logic or might be very disrup- 
tive of the other shareholding. As 1 
understand the Swedish pattern, a num- 
ber of companies have minority share- 
holdings as well. This is not a method 
which would commend itself to me. 

972. You do not think it worth while 
considering for the energy industries in 
order to bring them together under one 

umbrella? 1 think it is important 

that there should remain competition be- 
tween the energy industries. Through 
the competition between these industries 
a great deal has been gained in improved 
facilities. I very much doubt whether 
one would have the same high level of 
kitchen equipment in either gas or elec- 
tricity if the choice were limited to one 
combined gas /electricity operation be- 
cause that would be the only place you 
could go for your cookers. 

973. Is there any section of your 

Department charged with the responsi- 
bility of examining the techniques of 
investment planning used in other coun- 
tries? Yes, but this has not been used 

as extensively as I believe it should be. 
Recently this has been extended and 
visits are being paid by officials to study 
the methods which are used elsewhere. 

974. So you are now strengthening that 

particular part of your Department? 

We are. People within the Department 
who are particularly concerned with this 
aspect of the work are going out to get 
further experience of what happens over- 
seas. 

975. Are they people whose own back- 

ground experience enables them to assess 
intelligently the methods they are study- 
ing? 1 believe that to be so, yes. 

Mr. Dormand. 

976. Sir John has asked whether you 
have any committee or body which is 


used to studying such things in oth P - 
countries. May I ask whether there i- 
a standing committee of any kind to 
consider the various techniques withii 
our own industry? If not, would it not 
be a good idea for the kind of personnel ’ 
Sir John has been talking about to meet 
from time to time to assess the techniques 

and methodology? Within the 

Department itself there is this very close 
interchange, and the people concerned 
with the operation and who look at 
investment plans ensure that they have 
the fullest interchange of all the ideas 
and corporate plan methods. Inter- 
Departmentally, of course, there is this 
link with the Treasury and with the 
Department of the Environment. So we 
have got a fairly full interchange of 
ideas there. Added to that we bring in 
from the private sector industrial ad- 
visers, and there is the corporate plan- 
ning unit and ail this will, I hope, ensure 
that there is a constant re-vitalising and 
new ideas being fed in. 


977. What form does the interchange 

of ideas take? What is the institutional 
side of it? Discussion of new tech- 

niques will no doubt he one of the mat- 
ters and discussion of the presentation 
of corporate plans and these discussions 
will include all the sort of things that 
any people meeting to discuss the best 
ways of making business assessments 
would want to talk about. It is very 
much the sort of thing that goes on in 
the seminars and the like which are used 
in the private sector to improve manage- 
ment efficiency. 

978. Is it done on a regular basis? 

Yes. I could not say whether they meet 
once a week or once a month or what 
but there are inter-Departmental groups 
which are devoted to this type of opera- 
tion and it is through that that the inter- 
change of ideas comes about. 


Sir Donald Kaberry. 

979. I do not know whether the Mini- 
ster will remember that about five years 
ago this Sub-Committee spent a very 
long time, under (the Chairmanship of the 
Member for Poplar, I think, studying 
the whole question of control of our 
nationalised industries. After all our 
endeavours we produced either a lion or 
a mouse, I am not quite sure which, but 
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it was to the effect that there should 
be established a Ministry of Nationalised 
Industries. It does not seem to have 
made much progress. We also recom- 
mended that there should be a composite 
annual report on all the nationalised 
industries together. Does this not appeal 

to the Minister? 1 think this was your 

1967 report? 

980. Ye f No one has ever discussed 
it in the H.jaise. Everyone has run away 
from the lion or the mouse, as the 

case may be? 1 certainly considered 

the points put forward in that report. I 
know that they were considered by my 
colleagues. I think the argument against 
it is that of taking, away what they call 
sector responsibility, namely, to what 
extent is it right that you should divorce 
the responsibility for railways from the 
whole transport system? These were 
the matters that were considered and 
were no doubt given very careful 
consideration. 

981. It is a salutary lesson to us all 
to know what happens to our delibera- 
tions over the years. How does the 
proposition of a composite annual re- 
port appeal to you? Why should we 
not have an annual report by your 
Department or the Government about 
all the nationalised industries, telling us 
how they are behaving themselves 
generally, without all the detail and piles 
of books we get sent to us once a year? 
1 hope that this is going to be im- 
proved. I hope that in future the form 
of presentation of the annual report is 
going to be far more practical, more 
readable and more understandable. 
Whether there would be advantage in 
them all being published on the same 
day in a sort of consolidated document 
I do not know. I recognise the argu- 
ments but X think that there are power- 
ful arguments for saying that Members 
do have particular interests in particular 
industries such as steel, coal and so on 
and may wish to look at that industry 
in isolation from the others. 

£ 982. It would be rather nice to know, 
for example, that on a given date, be 
it the 31st December of 31st March or 
some other date, that X number of 
people were employed in whole by the 
nationalised undertakings of this coun- 
try, and matters of that kind which are 


very difficult to assess at the present 
hme save by research, which some of 
my colleagues do most carefully, but 
which some of us have not the time to 
dot Indeed. 


Sir John Hall.] I 
Minister has hoisted 


am. sure that the 
the point on board. 


- Mr. Tugendhat. 

983. I would not wish to take issue 
with my colleagues but would not the 
Minister agree that we did suggest earlier 
that it was becoming increasingly diffi- 
cult to assess what was happening in 
the nationalised industries because of the 
size and complexity and so on of their 
activities? I certainly find it difficult. 
Therefore, as it is getting impossible for 
Parliament and the Press to follow their 
activities, it is really only practical if 
it is done on a sector by sector basis 
so that we can look at gas when it is 
published and British Airways when that 
is published and so on. If we had them 
all together it would be possible for a 
shrewd and sensible management to salt 
away almost anything in a report which 
would have to be very wide and that in 
itself would be a reversal of the trend 
towards more openness. The other point 
is that surely it is wrong to think of the 
nationalised industries as having a great 
deal in common. Certainly they have it 
in common that they are nationalised 
but the points of difference between, say, 
British Airways on the one hand and the 
National Coal Board on the other are 
perhaps much greater than any points 
of similarity and therefore to treat them 
as if they appeared to be really very 
closely related would in itself be a mis- 
leading thing to do? 1 fully under- 

stand that argument, and within my own 
responsibility there is a distinction be- 
tween the utilities on the one hand and 
the steel industry, for example, on the 
other. 


Sir Donald Kaherry. 

984. I wonder if I could commend to 
the Minister, Sir John, a publication 
similar to the one given to you in 
Helsinki because there they publish an 
extremely valuable booklet of* the whole 
make-up and establishment of their state 
owned corporation. It was a magnificent 
publication and within a short volume 
one could read the whole history of die 
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activities of the companies during the 
previous year, how they were faring, 
what their capital was, the number of 
people employed, what was going on 

and so on? 1 will certainly get hold 

of that and look at it. 

Mr. Golding. 

985. Getting back to investment plan- 
ning, nationalised industries tend to say 
that there are two difficulties in plan- 
ning, one is the chopping and changing 
on the part of Governments, and the 
other is the supply of equipment from 
the private sector which can lead to 
difficulties because the plans lof ithe 
equipment manufacturers are not in 
phase with those of the nationalised 
industries. I presume that it would 
be your Department’s responsibility in 
the main to see that the equipment 
manufacturers are in line with the 

nationalised industries? I do not 

think it is right to say it is my De- 
partment’s responsibility. It is certainly 


my Department’s interest but I think the 
responsibility must be on the customer "* 
industry. They like to keep their plant 
manufacturers aware of their thinking 
well ahead so that when they dopant 
something they know who has the 
capacity to make it. This applies in any 
industry which places substantial orders. 
Any industry will keep its plant manu- 
facturers aware so far as it can of what 
it anticipates it will be ordering the 
following year. So it is the responsibility 
of the industry to see that this is done 
and they certainly know this. 

986. But they do not do it very suc- 
cessfully in some cases, do they? — I 
do not know that that is so. I think 
there will always be areas where theii 
demand may exceed what they have 
anticipated or even where suppliers have 
taken on other orders which they 
preferred. 

Sir John Hall.] Thank you very much 
for coming this afternoon and giving us 
such full and helpful replies. 
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WEDNESDAY, 20th JUNE, 1973 


Members present: 


Mr. Russell Kerr, in the Chair. 


Mr. Dormand. 

Mr. John Golding. 
Sir John Hall. 


Sir Donald Kaberry. 
Mr. Tugendhat. 


Rt. Hon. Patrick Jenkin, Chief Secretary to the Treasury ; Mr. A. J. Phelps, Under- 
secretary, Public Enterprises Division ; Mr. J. F. Slater, C.M.G., Assistant 
Secretary, Public Enterprises Division, and Mr. M. S. Buckley, Principal, 
Public Enterprises Division, Treasury, called in and examined. 


Chairman. 

987. Good afternoon Gentlemen. I 
would like to begin by asking whether 
the Chief Secretary has any general 
introductory remarks he wishes to make 
on the recent economic and financial 
performance of ithe nationalised indus- 
tries and has the deterioration of this 
performance in the past couple of years 
had a discernible effect on planning, 

morale and efficiency? (Mr. Jenkin .) 

I would not like to say much about this 
as a general matter, but perhaps I may 
make a few remarks in reply to your 
question. During the 1960s I think it 
is true to say — and this redounds to 
the credit of Governments of both 
parties — there was a discernible improve- 
ment in the financial performance of the 
Nationalised Industries as a whole. In 
the last 18 months to two years there 
has been, I think it is .true to say, a 
fairly marked deterioration which owes 
itself overwhelmingly to one particular 
factor, that (is, the impadt of price 
restraint imposed by .the Government 
and accepted, I .think it is fair to say, 
with a fair degree of reluctance by the 
Nationalised Industries. No doubt you 
have heard a good deal of evidence about 
this. It was imposed for the overriding 
reason of Government priorities and the 
need to curb the rate of inflation. The 
Nationalised Industries had power to 
fix their own prices and although some 
of them are subject to regulatory bodies, 
such as the Civil Aviation Authority and 
the Traffic Commissioners and bodies of 
that sort, they still had a fair degree of 
freedom to fix prices in accordance with 
various market and economic criteria. If 
you take away that freedom there is no 
doubt that you do, to a substantial ex- 
tent, diminish the ability of the man- 


agers of the industries to manage their 
industries in the most efficient and effec- 
tive way. Nobody could be more con- 
scious of this than Treasury Ministers, 
partly because we tend to be at the 
centre of the policy-making functions 
as regards determining the priorities con- 
cerning prices and price rises and we 
also have the overall responsibility for 
monitoring the financial and economic 
performance of .the industries. We tend 
to be a bit schizophrenic towards this 
and one has from time to time to deter- 
mine which is the higher priority. You 
have asked how far has this affected 
morale. I can only answer that question 
at second hand. It must have done so to 
some extent. Indeed the matters which 
are put to Treasury Ministers by Minis- 
ters in Sponsoring Departments and the 
pressures which come up indicate fairly 
clearly that there is a good deal of 
anxiety among the Chairmen of the 
Boards and Members of the Boards and 
naturally they are looking forward to a 
period when we can revert to a more 
effective regime in terms of economic 
performance and where the present 
counter-inflation policy becomes less 
overwhelming. So far as .the actual per- 
formance is concerned as regards return 
on capital this obviously has had a direct 
effect and we estimate that the combined 
deficits o'f the industries, as a result of 
this, in 1972-73 is something of the order 
of £150 million and that is clear and 
for all to see. Those figures will apear 
in due course in one form or another and 
it means that the Treasury will have to 
finance the deficit. Turning to the actual 
performance of the industries in the sense 
of their keenness to minimise costs, their 
appraisal of investments, their corporate 
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planning and their investment strategy, 
whereas in the short term, of course, the 
price restraint policy must make their 
problems very much more difficult than 
they would be, there is a whole new 
dimension of uncertainty added to it. It 
is not my impression that this has led to 
the point where the industries say : 
“ What does it matter. The Treasury 
pick up the tab. We do not need to 
bother.” My impression is that there 
is still a firm control over costs and a 
clear incentive to maintain control over 
investments and apply the criteria as 
clearly as there was before. However, of 
course, one cannot expect this to last 
indefinitely. This is having to be done 
consciously, despite the conditions they 
are operating in, instead of it being the 
normal procedure of somebody managing 
a business and utilising -the assets in the 
best possible way. That is all I wish 
to say as regards that matter. 


performance in the Nationalised Indus ' 
toes, except in relation to .their fiCS 
performance I do not think oneS 
develop particular techniques in 
to particular industries. Obviously in ft! 
Electricity Industry as regards the 
lems of cost per kilowatt output and so 
on, one can take the output figures cm 
ratios and matters of that sort to S 
But this is a matter which the industries 
'themselves will be doing all the time a 
part of the normal management tech- 
niques. But if we do not pursue the 
straight financial criteria in one form or 
another, then I think that we do find our- 
selves in some difficulty in effectively 
assessing performance. We are, of course, 
recognising that the counter-inflation 
policy is likely to last for some while 
yet, but I do not want to be more specific 
than that. We are now trying to wort 
out with the industries what alterna- 
tive systems of control in the short tern 


Mr. Golding. 

988. You have spoken about economic 
performance. Is there not a distinction 
to be made between financial performance 
and productivity performance? The two 
are not strictly necessarily related. Could 
you tell us what the productivity record 
of the Nationalised Industries has been 
over the last two years and how you 
monitor productivity performance now 
that you cannot use the yardstick of rate 

of return on capital? 1 am not quite 

sure what you mean in this context about 
productivity. This is one of the areas of 
management which is subject to a great 
deal of academic discussion. In the 
normal sense one means labour produc- 
tivity, but obviously you mean more than 
that in the question you have put to me. 
Perhaps I can rephrase your question and 
you can correct me if I have misunder- 
stood you. What I have understood you 
To ask me is this : if you have to abandon 
the concept of 'return on capital em- 
ployed, as indeed we manifestly have had 
to abandon this temporarily in the con- 
text of price restraint, what other criteria 
can one substitute to monitor the per- 
formance, and by that you mean econo- 
mic performance as opposed to the purely 
financial performance, because financial 
performance has disappeared? The ans- 
wer is that I do not think there is any 
effective alternative way of monitoring 


could be devised which would allow os 
to maintain some sort of monitoring 
control over the performance of the 
industries. Let us, for example, take 
one year. You make a forecast into 
which you build the price assumption, 
the cost assumption, the growth assump- 
tion and so on. Then, at the end of 
the year, you measure the performance 
as against the forecast. This is a tech- 
nique which may well be developed and 
something you have to examine with the 
industry. It is a little difficult to know 
how far one can introduce this in the 
middle of the financial year, because 
one may have to look to the following 
financial year. However, these are the 
sort of ways one can look at matters. 
If one goes further and examines 
different conceptions of productivity 
in terms of the ratio qf output to 
input — and perhaps that is the widest 
part — one has to perhaps devise separate 
techniques for each industry and as far 
as I am aware this is not a field which 
we have attempted to dig around yet 
(Mr. Phelps.) I think I would only like 
to add that to a considerable extent this 
is something where we would expect 
the Sponsoring Department to be more 
knowledgeable than ourselves. I think 
I would say, however, that we really 
have no reason to believe that pro- 
ductivity has suffered as a result of the 
counter-inflation policy if that is really 
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what underlies the question. Certainly 
I know from my own experience, for 
example, that the Railways are quite 
proud of their record and the Coal In- 
dustry is looking for greater things. 

Chairman. 

989. Productivity may not have 

suffered, but results may have? -Yes, 

I thought you were distinguishing be- 
tween them. 

Mr. Golding. 

990. I think it is important really to 

establish that the financial performance 
is not the only measure of the perform- 
ance of a Nationalised Industry. An in- 
dustry can be doing very well in terms 
of managerial efficiency and labour effi- 
ciency, at a time when its financial re- 
sults are very bad? (Mr. Jenkin .) I 

would entirely accept that. I mentioned 
electricity, and the output per man shift 
in coal is now well established as a 
measure of productivity in the coal in- 
dustry. This is something which the 
Sponsoring Department would watch 
very carefully and no doubt this will 
be reported upon in the annual reports 
and so on. I regard more as a function 
of the management of the industry the 
duty to watch, because that is something 
which managers are, by their nature, 
trained to do. It is not specifically the 
sort of control that the Treasury would 
expect to operate. 

Sir John Hall 

991. In view of the particular mono- 
poly position of the Nationalised Indus- 
tries, do you think it is ever likely that 
any Government will be able to refrain 
from interfering with the pricing policy 
of any particular Nationalised Industry? 
If this is so, is it not going to be very 
difficult for any Nationalised Industry to 
make what would be regarded as a 
reasonable return on invested capital? 

As a matter of reality, it is crying 

for the moon to imagine that Ministers 
can ever wholly dissociate themselves 
from pricing decisions of Nationalised 
Industries. These things have political 
consequences which we are all aware 
of in the House and I doubt very much 
whether the House will accept it as a 
complete answer to a complaint about 
rising prices in any particular Nation- 


alised Industry to say that it is a matter 
for the Industry, they have their finan- 
cial target and they need, therefore, the 
price increase in order to meet their 
financial target. In my much shorter 
experience in the House than Sir John’s, 

I have never known a stage where that 
has been a sufficient answer and I doubt 
if it ever will be. In an ideal world it is 
for Ministers first and the House and 
perhaps the public outside, to become 
aware of the need to generate sufficient 
surplus so as to make sure that prices 
continue to reflect demand. If, say, you 
take as your test long run marginal costs 
which is desirable, in terms of manage- 
ment incentive and efficiency, then the 
Industry should have a target which it is 
its job to meet, and to maintain a 
pricing policy which allows these things 
to. be done and not to seek to interfere 
with it. Do not misunderstand me — 
that may be the ideal situation, but I do 
not think it is possible in the political 
world in which we operate. 

992. In evidence you have given to this 
and other Committees where National- 
ised Industries have been concerned, 
there has been a tendency to complain 
that managerial efficiency has been dimin- 
ished by constant Government inter- 
ference and it has been suggested 
that they would be able both to 
arrive at reasonable prices and get 
an adequate return on capital if 
the Government left them to carry on 
their own job without constantly inter- 
fering? 1 do not think it is realistic 

and my impression is that the managers, 
certainly of most of the industries, recog- 
nise that even though they may ask for 
this they are working in an environment 
where it is never likely that they will get 
complete freedom from Ministerial in- 
terference. A Minister is entitled to say 
that we have an overall responsibility 
to the public as a whole and that is why 
an industry has been nationalised and 
Parliament must ensure that it is oper- 
ated in the national interest. I would 
have thought it would be reasonable to 
regard this as a clear choice between two 
poles of interference. It is a matter of 
degree. As so often is the case in these 
matters it is a question, of how much 
and how often it is done and with what 
effect. I would not deny for a moment 
that if you say that in the interests of 
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looking at it solely from the point of 
view of management as regards the effi- 
ciency and financial results of the in- 
dustries, Ministers have been interfering 
a great deal too much in the last two 
or three years, I should have thought 
this would almost go without saying. The 
justification is that higher priority 
must supervene, namely, the need to 
seek to control inflation. 

Chairman. 

993. Would you not think that there is 
some danger in financial targets and the 
desirability of achieving those targets, 
sometimes obscuring the sort of social 
costs of certain policies and although 
useful as a financial measuring rod occa- 
sionally the Treasury, in my experience, 
gets too involved with targets as well as 

Ministers? 1 have always felt that 

there was a lot to be said for the pattern 
adopted in the 1968 Transport Act of 
seeking to separate your financial tar- 
gets from your social or political ob- 
jectives. The idea of providing specific 
subsidies for specific lines, that could not 
run profitably was something which I 
think was broadly supported on both 
sides of the House and certainly it all 
seemed to me to make sense. I would 
not think it right that a financial target 
should be set which did not recognise 
the wider obligations of the National- 
ised Industries. At the same time we 
are always conscious in the Treasury of 
the ease with which what is identified as 
a social objective can make such in- 
roads into the financial objectives as to 
make the conflicting tasks of the manager 
of the Industry almost impossible. He 
does not know whether he is running a 
commercial concern on commercial cri- 
teria or an extension of the Department 
of Health and Social Security. Of course 
the objectives and the circumstances that 
he is operating in are totally different 
and somehow these have got to be 
reconciled. 


Mr. Tugendhat. 

994. I very much agree with all you 
have said about pricing. The convert.- 
tional wisdom in the 1960s, which to a 
large extent was shared on both sides 
of the House in different degrees, was 
that these industries should be treated 
as far as possible .as if they were com- 
mercial concerns and left to take their 


decisions on commercial criteria, ana 
pat is why they were separated Zl 
have now run into the situation which 
you have described. I think that the 
land of thing which Richard Marsh has 
been saying this week in this context is 
very interesting. It is not the worst of 
all worlds for the conventional wisdom 
to be that they are supposed to be com- 
mercial and supposed to run as if thev 
were and yet they find that they are in 
fact, constantly having to place other 
priorities first? Would it not be better 
to try and redefine their role so that 
managements do not find themselves 
quite as subject, as they are at present, 
to constant shifts in the climate in which 
they work? If they had a clearer idea 
perhaps that they were not commercial 
and that they were not being judged 
only by commercial criteria, it might not 
be so damaging to their morale as it has 

been? 1 think there is a lot to be said 

for that. I think one has to draw a clear 
distinction between different Nationalised 
Industries. Let us take as one extreme 
the British Airways Board which is op- 
erating in a highly competitive environ- 
ment, although somewhat constrained by 
I.A.T.A. and all that. Nevertheless they 
are competing in a competitive environ- 
ment and operating a strictly commer- 
cial service and competing with other 
national and privately owned airlines. In 
those circumstances one can perhaps go 
99 per cent, of the way to a completely 
commercial operation with targets and 
so on. Similarly, indeed to a greater 
extent you have the British Steel Cor- 
poration, particularly now that it is oper- 
ating under the rules of the European 
Coal and Steel Community. At the other 
extreme you have British Rail and Mr. 
Marsh has expressed the view that there 
is no viable core in British Rail. How- 


ever much you try to lop off the peri- 
pheries you will always end up with 
something which is not viable. Clearly 
in the context of the whole appraisal of 
British Rail and indeed the surface trans- 
port system, this is a factor which we 
are going to have to pay the closest re- 
gard to. The Treasury officials have 
been in fairly close contact with officials 
in the Department of the Environment 
in working towards the point at which 
proper policy options can be presented 
to Ministers. It may well be that in 
that rather special case — coalmining is- 
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obviously another one — one will need to 
seek to define different management cri- 
teria and different targets which take 
account of the particular circumstances 
of the industry. 

Chairman. 

995 . I have not had a chance to see 

Mr. Marsh’s current assessment, but was 
this lack of a viable core due to the fewer 
services over which the overheads would 
be spread in the event of further reduc- 
tions? 1 would not like to express an 

opinion on that. It is obviously a ques- 
tion of a ratio of costs and revenue. He 
obviously has some fairly clear ideas 
about what he can do about costs, but 
revenue is much more difficult because 
you are in competition with air, road and 
shipping traffic. 

Mr. Golding. 

996. Is it not an advantage from the 

point of view of the Nationalised Indus- 
tries to have very high targets set for 
them? It is an advantage. 

997. Yes? You see I think it is, 
because this means a very high degree of 
self-financing, a subject you have not 
referred to. On the subject of invest- 
ments, when you are talking of the Gov- 
ernment interfering, over the last two 
or three years pricing has been impor- 
tant, but also have been investment 
levels, because as I understand it there 
was some rephasing of investments early 
on in this Government’s life, because of 
the problems of unemployment and the 
difficulty of getting the economy moving. 
Now there are cuts in public investment 
How important do you think this inter- 
ference in investments is? What advan- 
tage to the community do you think will 
stem from the cut of £30 million in the 

Post Office investment programme? 

There are several questions there and per- 
haps I can deal with the last one 
first. When we considered the expendi- 
ture cuts — and perhaps I do not need 
to go into the reasons for these because 
they have been explained in the House 
— it was appreciated that the National- 
ised Industries should make some con- 
tribution to the reduction in the demand 
on resources in 1974-75 that we foresee 
to be necessary to be able to maintain 
growth. In the case of the Post 

Office we did consider in some detail 
what the effect of different levels of 


reduction in investment would be. We did 
recognise that, of course, there would 
be some effect on, for instance, the wait- 
ing list for telephones and this has, I 
think, been recognised. We felt through- 
out this in relation to the other indus- 
tries as well, that if in private industry 
a firm comes under some cash flow 
constraint or if the resources of one 
sort or another available to the firm 
fall short of the maximum investment 
programme which perhaps the manager 
might like to pursue, it is a perfectly 
normal thing for a firm in those 
circumstances to hold back and perhaps 
delay for a year or two the less essential 
project in their programme. This is all 
we have done in this expenditure cutting 
exercise. 

998. You say that you considered 
various levels of cut. Did you actually 
consider the sort of physical cuts that 
would correspond with those financial 

ones? No, that must be a matter 

for the Post Office Corporation. What 
advice we had on this was the likely 
effect in very round terms of different 
orders of magnitude of cut and then 
what we had to decide was what was 
acceptable in terms of service for the 
public. 

999. I am not sure what you mean? 

Let us take an extreme case. 

Supposing one says that we must cut 
back the £600 million Post Office in- 
vestment by £100 million in 1974. I 
should have thought we would have 
been advised that the effect on the 
modernisation of the telephone system 
and the waiting list for telephones and 
so on would have been at a totally un- 
acceptable level and we would have 
ruled that out. If we had knocked 
£4 or £5 million off the investment pro- 
gramme of £600 million in 1974-75 no 
doubt we would have been told that that 
could be done without any appreciable 
effect on the waiting list at all, because 
there are minor capital projects which 
could be delayed for a year or two. 
Somewhere we had to take a line 
between them. 

1000. But you were told that there 
would be an effect on the waiting list? 
This is quite obvious. 

1001. Were there any other items that 

you were told would be affected? 

As regards the Post Office? 
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1002. Yes?- This was regarded as 

the most sensitive area. I cannot 
recollect off hand whether there were 
any other major areas of policy that 
would be affected. This was the area 
which the Post Office Corporation put 
up as being the most likely affected. 

Chairman. 

1003. I would like to make some pro- 

gress. I would like to turn to the ques- 
tion of investment planning in the long 
term. This is of major concern to this 
Committee and we would like to know 
whether this is of interest to the Trea- 
sury. We would like to know how it 
fits into the Treasury machine and 
whether it is solely the responsibility of 
the Public Enterprises Division or are 
other divisions, especially those con- 
cerned with public expenditure, also in- 
volved? It is of the utmost interest 

to the Treasury. The forward planning 
of the _ capital expenditure of the 
Nationalised Industries is of the utmost 
interest primarily because one of the 
chief functions of the Treasury in the 
management of the economy is the 
management of the totality of public 
expenditure, both as one of the factors 
in determining the demand on resources 
and as one of the factors in determining 
the financing requirements of the public 
sector whether by taxation or by borrow- 
ing. Of course, as you know we have 
the five year rolling programme and the 
so called P.E.S.C. system culminating 
each year in the public expenditure 
White Paper and the capital spending 
of the Nationalised Industries figures 
as a major element in that. Of 
course, it does not stop there. All 
the industries that have substantial 
capital programmes are looking a good 
deal further ahead than five years— 
some of them perhaps up to 15 years 
There is obviously a greater degree of 
approximation -the further ahead you 
look and again the Treasury is very 
much being kept informed about what 
is going on there looking at it from 
the point of view of resource allocation 
The second question you asked was is 
this of concern to divisions in the Trea- 
sury, other than the Public Enterprises 
Division. Of course, the Public Enter- 
prises Division is one part of the ex- 
penditure side of the Treasury. The 
second Permanent Secretary who is on 


the public expenditure side has all 
various expenditure divisions undTr S! 
control and the Public Enterprises Divf 
ston is one part of that, so that is clS 
of concern to .the whole of the exS 
ture side. Naturally it is also of 
concern to the economic adviser aS 
h J?., sta ® and t0 Finance Division 
of the Treasury which is concerned with 
die other aspects. There is no cut and 
dried compartmentalisation of this hm 
because the Nationalised Industries’ 
public expenditure does represent a verv 
large slice in totality, it is obviously of 
major importance. y 1 

IOO 4 . Can you be more specific as 
to how it fits into the Treasury machine? 
1 am not clear bow one part, for ex- 
ample the Public Enterprises Division 
conducts its relations with other park 
ot the Treasury machine. Can von 

elaborate on that? 1 am not sure 

that I am the best person to help you 
This is perhaps a question which Mr 
Phelps could probably throw more light 
on. This is a matter of rather more 
detailed administration. (Mr. Phelps.) 
As the Chief Secretary has said, we 
are part of what I think is called the 
Public Sector Group under Sir Douglas 
Henley as second Permanent Secretary. 
We have the very closest relations with 
one other Division in that Group— 
the General Expenditure Division. They 
are. the people who do all the co- 
ordinating and the central management 
of public expenditure work and so we 
are concerned to keep in close contact 
with them to feed all our material relat- 
ing . to the investment plans of the 
Nationalised Industries to them and it 
is they .who look to us to provide the 
appropriate elements in the annual 
White Paper on public expenditure. 
Clearly to 'the extent that we are con- 
cerned with the Nationalised Industries 
planning procedure, for example, as I 
think we mentioned when we gave evi- 
dence before, in feeding to them an 
assumption about the growth of the 
gross domestic product, we will be in 
close touch with our Economic Section. 
We will derive material of that kind 
from . them. We in turn, from the 
material which we get from the Nation- 
alised Industries and the Sponsoring 
Departments, will be feeding to the short 
term forecasters material about how 
Nationalised Industries expenditure is. 
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going and how they see their invest- 
ments going, to enable us to get the 
best forecasts we can. I have mentioned 
the short term forecasts, but this applies 
to medium and long term forecasts as 
well. Then, as the Chief Secretary has 
said, we have close contact with the 
Finance Division, because of the prob- 
lems of financing the Nationalised In- 
dustries to the extent particularly that 
they borrow from the National Loans 
Fund and also in so far as they may 
be interested in borrowings overseas. 
Then finally I should say that we have 
close contact with -our Division con- 
cerned with prices and incomes, because 
again it goes without saying that Nation- 
alised Industries play a very large part 
in relation to this sector of our policy. 

Mr. Dormand. 

1005. On such a fundamental and 
important matter as investment planning 
in the long term, what makes the 
Treasury feel that it is competent to con- 
duct an effective dialogue with the 
Nationalised Industries? Because after 
all, you are facing experts not only in 
their own particular field, but experts 
who have particular knowledge and 
experience of their own industry, whereas 
presumably the Treasury works on an 

across-the-board platform? (Mr. 

Jenkin.) I will start by saying that the 
Treasury, as such, probably very rarely 
conducts anything in the nature of a dia- 
logue with an individual industry, simply 
because we always operate through the 
Sponsoring Department, the Department 
of Trade and Industry and the Depart- 
ment of the Environment who, of course, 
have the experience and expertise to dis- 
cuss technical matters and the problems 
of particular industries with the indus- 
tries to a much greater extent than the 
Treasury. What the Treasury can con- 
tribute here is the overall background as 
regards the economic situation, the public 
expenditure situation and some of the 
techniques for financial control and 
management, for seeking to maintain 
standards of financial performance and 
matters of that sort. So, as regards the 
actual detailed problems of the individual 
industries I should have thought it fair 
to say that Treasury officials and cer- 
tainly Ministers would not regard them- 
selves as competent to challenge the basic 
factors on which proposals are being put 


up by an industry to a Sponsoring 
Department. They may want to test 
them and see whether they stand up 
to analysis, but it would be a very rare 
situation indeed where the Treasury 
would seek to substitute its own judg- 
ment in this matter for those of the indus- 
try and of the Sponsoring Department. 
It happens fairly frequently that the 
Treasury seek to test those proposals 
and those judgments against the criteria 
which are established generally as regards 
the public sector as a whole. This does 
not only apply to the Nationalised Indus- 
tries — there is public sector investment in 
roads and hospitals, where many of the 
same techniques are equally applicable. 
There is, in fact, a wealth of experience 
in the Treasury, not of the running or 
technological problems of the industries, 
because we do not consider ourselves in 
any way experts in the various sectoral 
policies — energy and transport policy. 
Where the Treasury has expertise is with 
regard to the overall financial environ- 
ment in which the industries have to 
operate and they are concerned about 
how the plans of a particular industry 
fit into the overall management of the 
economy and of public expenditure. 

1006. Are you telling us that you and 
the Treasury are setting your face 
against the sort of thing that happened 
under the Labour Government, for ex- 
ample, an across-the-board slice off 
the top of their investment plans? This 
seems to me at odds with what you are 
telling us now. As I interpreted your 
remarks, you are claiming no expertise 
and therefore in effect the only possible 
way you can resolve a question of com- 
petition between various Departments is 
by saying : “ I hold no brief for you and 
nor for you, so it is 5 per cent., off both 
of you”. Something has to be recon- 
ciled here? 1 would be sorry indeed 

if you drew those conclusions from what 
I have just been saying, because I think 
that would be a mistake. If you are 
saying that because we cannot claim as 
much expertise on the technological and 
commercial factors surrounding the 
operation of the Nationalised Industries 
as the industries themselves or the Spon- 
soring Departments and therefore we do 
not seek to interfere, I would want to 
dispute that. There are occasions, as in 
the public expenditure exercise last 
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month, where we have had to say to cer- 
tain industries — in the interests of the 
overall management of the economy and 
public expenditure as a whole — “ Sorry, 
you must postpone some of your plans — 
hold back until next year”. We have 
not done it in the form of a flat 5 per 
cent across the hoard, because that seems 
a very unscientific way of doing it. We 
look at particular industries under par- 
ticular departmental heads to see what 
sort of contribution would be reason- 
able and would leave an investment 
programme consistent with the overall 
growth. 

Chairman. 

1007. On whose advice do you rely 
to determine those priorities?- — 
There is a process of discussions with 
the Heads of the Departments them- 
selves. 

1008. So the more persuasive do 

better than the less persuasive? 

There would have been some we would 
not have attempted to touch. There 
are some that are making a substantial 
contribution. In particular Departments 
— for instance the Department of Trade 
and Industry — for the actual expenditure 
exercise we did not seek to specify how 
the particular sum should be divided up. 
That is a matter you have to discuss 
with the Industry. 

Sir John Hall. 

1009. Apart from the occasions when 

the Treasury would wish to interfere 
against the background of the national 
economy as a whole, do you feel ever 
called upon to call upon a particular 
investment proposal and question the 
assumption on which it might be based? 
For example, if someone suggested .that 
the cost benefit would be “X” percen- 
tage over a given period of time, which 
the Treasury thought was unrealistic, 
would you question it? Yes. Per- 

haps an example is the Steel 10 year 
investment strategy which was the sub- 
ject of a White Paper earlier in the 
year. This was a long drawn out pro- 
cess of appraisal, of successive approxi- 
mations, by various bodies : by the Joint 
Steering Group and then subsequently 
between the Department of Trade and 
Industry and the Treasury and the Steel 
Corporation and eventually the options 


were narrowed down so that we really 1 
were considering only relatively few 
The Treasury were active in this through- 
out, testing, and probing sometimes 
even the underlying economic assump. 
tions about the manufacture of steel in 
this country and so on, not because 
we were at any stage seeking to sub- 
stitute in the end our judgment for 
that of the Corporation and the Depart- 
ment of Trade and Industry, but simply 
to see whether the arguments they were 
putting forward by and large stood up 
and one could in the end say that it 
seemed to be a sound case. The 
Treasury did this and they were also 
concerned with the appraisal techniques 
of the Steel Corporation which were of 
a very sophisticated kind and the late 
Lord Melchett was himself perfectly 
prepared to admit that the help that he 
had had from those in the Treasury in 
this exercise had been of very, very great 
value to him, because they were help- 
ing to develop this. I would like to 
enlarge a little on what I have said in 
relation to the Steel investment exer- 
cise. I would like to give perhaps a 
more detailed example of the way in 
which the Treasury expertise really was 
of value both to the Corporation and 
to the Department of Trade and Indus- 
try. One of our Assistant Secretaries 
has done a lot of work on sensitivity 
testing — testing appraisals for their sen- 
sitivity to variations in different factors 
such as price variations, cost variations 
and whether the costs over the 10 year 
period were going to vary by more, 
market share variations and so on. This 
is quite a scientific branch of investment 
appraisal. This was a good deal more 
sophisticated than anything that the 
Steel Corporation had been able to 
devise for itself and when I said earlier 
that the late Lord Melchett had, in fact, 
acknowledged the contribution, this was 
the sort of thing that he was talking 
about — the problems of risk and un- 
certainty and how you build models to 
take account of this. These are the sort 
of highly technical matters in relation 
to investment appraisal where the 
Treasury have a lot of expertise and 
which they can put at the disposal of 
any of the Nationalised Industries in 
order to help them refine their methods 
of appraising their own investments. 
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Mr. Dormand. 

1010 Some of the things you have 
said in answer to the last two or three 
questions seem to me to be rather 
different from the answers which you 
gave to me a few moments ago. I 
would like to be clear that I have 
understood your answers and perhaps I 
can rephrase what you have said in simple 
layman’s language. Are you saying that 
if the Department of Trade and Industry 
has, I use the word dialogue, or discus- 
sions with the Coal Industry or the 
National Coal Board and the D.T.I. 
comes up with the answer that it wants 
£1,000 million for the Coal Industry, the 
Treasury can (hen say to it: “Yes, per- 
haps your conclusion is right about that 
sum, but sorry we have not got that 
much money to give you and therefore 
we can only give you £600 million.” Is 
that the role of the Treasury in the 

simplest terms? That is the position 

in one might say greatly over-simplified 
terms, In matters of .this sort the Depart- 
ment of Trade and Industry in consider- 
ing and discussing matters with the Coal 
Board and the Coal Board with the 
National Union of Mineworkers, in trying 
to draw up a compact as to ithe future of 
the Coal Industry, keep the Treasury con- 
tinuously in touch with what is going 
on. They feed in their own constraints 
in relation to the general picture of 
public expenditure and its development. 
So, when the actual proposal was finally 
presented for Treasury Ministers’ con- 
sideration, it was already within para- 
meters which one recognised would be 
very reasonable having regard to the 
overall financial position of the economy. 

1011. All you are saying in effect is 
that your views were made known 
throughout the negotiations, rather than 
just giving a final decision. You are 
saying, if I understand you correctly, that 
your function is one of veto and nothing 

more? Not final veto, because the 

decision is one for the Cabinet collec- 
tively. Obviously in major matters of 
that sort the Cabinet take the final deci- 
sion, and this must be so, although the 
Treasury may have a view. 

Sir Donald Kaberry. 

1012. 1 was hoping that you might have 
said it was for Parliament to decide in 


the last resort? Yes, you are right, 

this is with a view (o presenting a pro- 
posal to Parliament for its consideration. 

I think the question as addressed to the 
point at which a decision is reached for 
presentation to Parliament. 

Sir John Hall. 

1013. Apart from the power of veto 
and taking account of the national econo- 
mic picture, you were also able to com- 
ment on the wisdom of investment pro- 
posals put up by any Nationalised In- 
dustry. In die Department responsible 
for looking at these investment proposals 
do you have people with experience out- 
side of the Treasury, by that I mean 
people who have been in industry or in 
a profession before coming to the 

Treasury? Off hand I cannot recall, 

while I have been there, having any out- 
side advice of that sort, but perhaps Mr. 
Phelps will be able to supplement that. 

1014. As regards those civil servants 
who now have responsibility concerning 
these investments, may they, before be- 
coming civil servants, have had outside 

experience? Officials are seconded for 

periods to industry or to City institutions 
and then come back to the Treasury and 
vice versa. 

1015. Are any of these in the particular 

Department responsible? (Mr. 

Phelps.) Do you mean within the 
Treasury? 

1016. I mean (hose who have a special 
responsibility for looking at the invest- 
ment programmes of the Nationalised 

■Industries? Within the Treasury I 

think there are none of that kind at the 
present time. There are one or two 
economists who assist us who have 
worked outside the public service as well 
as inside it. Of the administrators I think 
at the present time , there are none, but 
that is not to say that (here never have 
been or never will be. 

Mr. Dormand .] When was the last 
occasion somebody was seconded from 
the Treasury for this purpose? 

Chairman.) You mean to the Treasury 
surely? 

Mr. Dormand. 

1017. Sir John I thought said that 
officials from the Treasury were 
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seconded to private industry and you 

said “ vice versa ”? (Mr. Jenkin.) It 

works both ways. (Mr. Phelps .) I think 
I am, right in saying that at the present 
time we have one or two seconded to 
the City rather than to industry and 
there have been exchanges of this kind. 
I am . not sure whether we have any- 
body inside the Treasury from the City. 


advances gorng on in private industry 
which we would want to learn, but 
generally I think they are adequately 
eqiupped. There are occasions when 
it is appropriate to retain the services 
of a management consultant or a mer- 
chant bank, but it would be for the 
Sponsoring Department to do that and 
not for the Treasury. 


Chairman. 

1018. When you say “to the City” 
does that mean the Bank of England, 

a private Merchant Bank or what? 

Both kinds. There was a direct exchange 
between the Treasury and a private Mer- 
chant Bank. There have been Treasury 
men seconded to the Bank of England 
and vice versa. 


1019. In one sentence can you explain 
what the Treasury was doing second- 
ing a person to a private Merchant 

Banking House? (Mr. Jenkin.) I 

would have thought for the very valuable 
enlargement of experience. A great 
deal of wbat the Treasury does is, of 
course, concerned with relations with 
private industry and attempting to under- 
stand how the private sector works in its 
overall management of the economy. 


1020. Are the Treasury satisfied that 
they and the Sponsoring Departments 
are together adequately equipped to 
momtor and control the investment 
policies of the Nationalised Industries? 
——-It: is only 15 months since I became 
Chief Secretary. I am bound to tell the 
Committee that I have been very im- 
pressed with the degree of expertise and 
with the quality of the advice which I 
have had from the Public Enterprises 
Division. I am not without experience 
m this in private industry, having spent 
some 13 years in a major company where 
investment appraisal was one of my func- 
tions. I have found a degree of sophisti- 
cation and of understanding of the tech- 
niques of investment appraisal in the 
Treasury which has considerably sur- 
passed anything we used to do in the 
arm m which I worked before. This 
is a science which is advancing very 
rapidly the country as a whole. Mv 
impression is that the Treasury advisers 
who serve this area are as sophisticated 
and up-to-date as any that I know of. 
It may well be that there are further 


1021 Turning to pricing, the Treasury 
took the lead in trying to introduce cash 
flow methods and rational pricing 
policies mto the Nationalised Industries 
Are you satisfied with the present state 
of the use of these methods? Does 
the Chief Secretary still regard the 10 
per cent, discount rate as the correct 
one? In endeavouring to get the economy 
to move ahead more rapidly in 1972 
were projects allowed through which 
did not meet the 10 per cent, criterion? 

1 think the short answer to your 

question is that we believe that the test 
discount rate is a sound technique for 
investment appraisal and we see no 
reason at present to vary the 10 per 
cent, figure. It would obviously not be 
desirable that it should be varied fre- 
quently in accordance with the move- 
ment of short term interest rates, 
because that is not what it is about— it 
is a means of assessing the returns over 
a period of years on any particular in- 
vestment Ultimately the rate is fixed 
by what is found to be the common 
practice in the private sector. That is 
the ultimate reference point by which 
one determines the test discount rate 
and from: such information as is avail- 
able in the Treasury there is certainly 
no cause yet to want to revise the 10 
per cent, rate, although that is not to 
say that it would not be right to change 
it if the circumstances were found to 
have changed most substantially else- 
where in the economy. 

Sir John Hall. 

1022. Is the 10 per cent, rate the rate 

used in private industry? No, that is 

for the kind of low risk projects which 
are generally in the public sector. It 
is the appropriate rate and bears the 
right sort of relationship to the very 
varied different rates which may be 
applied for different projects and differ- 
ent risk elements in the private sector. 
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Mr. Golding. 

1023. X think that when the rate was 
first calculated account was taken of 
social obligations. Is account still taken 
of social obligations in fixing the test 

discount rate? 1 would question your 

assumption. I am not sure how one 
would take account of social obligations 
in assessing what is basically a mathema- 
tical technique. You may have had some 
evidence from somebody else which will 
tend to contradict this. I do not know 
whether you are thinking in terms of 
financial targets which are not the same 
as the test discount rate. The overall 
performance target in a nationalised 
industry as a whole, of course, would 
take account of social requirements in 
that some industries with relatively few 
overriding social obligations might well 
justify having a higher financial target 
than one which has considerable social 
obligations, but that would not apply in 
trying to fix the level of the test discount 
rate for an individual project. 

1024. Is there no relationship between 
the test discount rate and the overall 
target? I would have thought that there 

must be? They are there for different 

purposes. They are different techniques 
for different purposes. There will, in the 
long run, be a relationship in that if an 
industry invests in projects which satisfy 
the test discount rate criterion, it is prob- 
able that, other things being equal, it is 
likely to be on target in relation to its 
overall financial target. If it invests for 
one reason or another in projects which 
fail to satisfy the TDR criterion, then 
the chances are it would fail to meet its 
financial target, but I do not think there 
is any more direct connection between 
the two than that. 

Mr. Dormand. 

_ 1025. In the note M.23 by the Treasury 
given to the Sub-Committee, in the sec- 
tion dealing with test discount rate it 
says: “Although pressure on resources 
has recently been lower than in 1969, it 
is Government policy to encourage rapid 
economic growth ; and the TDR is in 
any event not a suitable instrument of 
counter-cyclical policy ”. I would like 
you to give us a definition of “counter- 
cyclical policy” and perhaps enlarge a 

little on that? By that we mean a 

policy to influence the level of demand 
so as to off-set the movement in the 


face of excessive demand or deficiency. 
We had a counter-cyclical policy in op- 
eration in 1972 when unemployment 
reached unacceptable levels and there 
was an increase in public expenditure. 
It has had its effect. Unemployment 
has come down and we have reached 
the position where it is right to go in 
the other direction. What the paper is 
intending to indicate is really what I 
said a few _ moments ago — the test dis- 
count rate is not an appropriate instru- 
ment for that kind of short term 
management of demand, because it is 
concerned with the long term return on 
assets. 

Chairman. 

1026. Concerning planning in the 
longer term and the introduction of cor- 
porate planning, it is not clear to the 
Sub-Committee who is taking the lead. 
Can the Chief Secretary tell us what is 
the Treasury’s attitude? What role do 
they see themselves as playing? Perhaps 
you can illustrate what part the Treasury 
played in determining recent decisions 
about new equipment in the Post Office? 

1 think it has become generally 

recognised in Whitehall and in the 
Nationalised Industries that one of the 
techniques of management and of im- 
proving the performance of the industries 
must be the development of corporate 
plans stretching over a time scale which 
differs for different industries. Certainly 
it has been the Treasury’s objective to 
seek to progress 'this development as 
rapidly as possible. We regard it as one 
of the essential means of monitoring and 
controlling the Nationalised Industries 
and therefore we have lent our influence 
in that direction. Some industries have 
been a good deal quicker off the mark 
than others and in some it has been very 
difficult to develop meaningful corporate 
plans and perhaps the Coal Industry is. 
an example, because of the short term 
nature of the problems which they were 
facing. Other industries have found it 
much easier. Gas was one of the first 
industries to develop an effective cor- 
porate plan. The Steel Industry has 
now done this in its latest 10 year strategy 
for investment. This will be progres- 
sively refined and one will monitor the 
performance as against that set out in the 
plans. As far as the Post Office is con- 
cerned and their particular investment 
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strategy, I have in mind the decision 
recently announced to go for the TXE 4 
exchange equipment as a progressive 
replacement of the Strowger. I would 
not have regarded that as necessarily 
part of corporate planning. That 
is essentially a technological question 
and as a technological question it is 
one primarily for the Post Office. When 
this matter was discussed and put to the 
Treasury and considered by the Treasury 
Ministers, we would put a number of 
questions to test the assumptions on 
which this was based to examine the 
public expenditure implications and to 
some extent satisfy ourselves about the 
impact on the industry and so on. One 
has an overall concern with the health 
of the industry, but in the end if the 
calculations seem to be sound then the 
Treasury would not seek to substitute its 
judgment for that of the industry and 
the Sponsoring Department, if that is 
what they thought was the right thing 
to do. Of course, this was put into 
the Post Office corporate plan, but it 
would not alter the rate of capital invest- 
ment or the level of demand on resources 
and the way it fitted into the public 
expenditure programme as a whole. If 
there was a major change then clearly 
we would have to look at it in relation 
to demand on resources. 

Mr. Golding. 

1027. I should have thought it was 
a commercial decision. As I understand 
it in the planning stage the technical 
people decided at a very early date that 
it was technically desirable and then 
discussions took place for 12 months on 
the commercial viability of the decision 
and really it was a question of cost of 
equipment compared with quality of ser- 
vice that had to be decided. The deci- 
sion really did rest upon the rate of 
return on capital that could be expected? 

This may be right in the internal 

planning of the Post Office Corporation, 
but so far as the Treasury are concerned 
we were satisfied — and perhaps my col- 
leagues will be able to elaborate on this 
— that this was probably a viable invest- 
ment and finally it turned on the ques- 
tion of its technical suitability and com- 
patibility as well as the impact on the 
industry. One was here considering for 
the first time making major purchases 
from a company which had hitherto not 


supplied exchange equipment to the Pm • 
Office of this sort. 03 


Chairman. 

1028. It is also the case that short 
term decisions may involve commitments 
with very significant long run conse 
quences. This is true of the Post Office, 
of the decision to purchase a particular 
aircraft and its effect on maintenance, of 
exploration for a national resource, etc 
Does this not seriously undermine 
in your view Treasury control of 
public expenditure? Does it not also 
affect Parliamentary control in so far as J 
members are confronted with a fait 
accompli derived from decisions in the 

distant past? We all have to live 

with the consequences of our decisions 
and often with the consequences of the 
decisions of other Governments and 
earlier Parliaments. We can all think 
of examples where it is very much more * 
difficult to turn a thing off than it per- 
haps was to start it. We can all think 
of examples where the implications of a 
decision and the likely escalation of costs 
and so forth were entirely out-with the 
expectations of those who took the initial 
decision in the first place. Part of the 
purpose of the sophisticated appraisal 
techniques which are being developed is 
to minimise the area of uncertainty and 5 
try to reduce the element of uncertainty 
which you have drawn attention to. 


1029. Has the present Government con- 
sidered the possibility of issuing a third 
in the series of general White Papers on 
the financial policy for the nationalised 
industries, up-dating those issued in 1961 
and 1967, or does it regard the 1967 
White Paper as broadly valid today?— 
I think the exchanges we had right 
at the beginning of our session this after- 
noon indicated the extent to which we 
recognise that we have moved away 
for short-term counter-inflationary 
reasons, from the assumptions and par- 
poses of the 1967 White Paper. I think 
I would answer your last question by 
saying “No, clearly they are not valid 
today”. The question of whether it 
is opportune to issue another White Paper 
at this stage is a much more ditticuii 
question. Clearly we are in a transi- 
tional period. We have had the stand- 
still, the C.B.I.’s initiative of July, 


Printed image digitised by the University of Southampton Library Digitisation Unit 


NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


303 


10 June, 1973.] Rt. Hon. Patrick Jenkin, Mr. A. J. Phelps, 

Mr. J. F. Slater, C.M.G. and Mr. M. S. Buckley. 


[Continued. 


which was matched by the Nationalised 
Industries and price restraint We are 
now in Stage 2 and discussing what is 
to follow Stage 2. It would be very 
difficult at this stage to produce any 
sort of definitive statement which was 
not something really of such short term 
validity as being hardly worthwhile to 
put in a White Paper. This is a prob- 
lem which we have under active con- 
sideration. 

Mr. Golding. 

1030. What considerations do you 
take into account in fixing the overall 
rate of return on capital for particular 

industries? -You mean the overall 

financial target? 

1031. Yes? We would take an 

appropriate long term rate of return on 
the assets which would pay regard both 
to the degree of risk in the industry 
and to the amount of self-financing that 
was considered appropriate, as well as 
to the comparable rate of return which 
might be expected to be earned in the 
private sector. One would look at 
companies operating overseas and one 
might even look, I do not know whether 
this has been done, at public concerns. 
All' these factors would be weighed 
and one would then seek to agree with 
the management of the industry or the 
Board of the Corporation an appropriate 
target return or an average .target annual 
return over a period of years. 

1032. Why has not the Post Office 

got a target at the present .time? 

Because it is extremely difficult to see 
what it should be. We have these 
two very disparate parts of the Post 
Office — the postal service and the Post 
Office telecommunications side — both 
of which have been facing con- 
siderable difficulties as a result of price 
restraint, but perhaps more so as re- 
gards the postal side than the tele- 
communications side. In those circum- 
stances there would not be great point 
in trying to fix a target which has not 
got much reality. We have got targets 
for industries not subject to a great 
deal of uncertainty, notably .the Steel 
Industry and the Airways Board. 

Chairman. 

1033. Suppose you emulated the 
Swedes and the Italians, both of which 


countries this sub-committee has fairly 
recently visited, and set up a State Hold- 
ing Company. In many cases the gov- 
ernment has a minority shareholding in 
various enterprises. To what extent 
would that roughen up your economic 
calculations and make management more 

difficult? 1 think one would want to 

be satisfied that the new situation, as 
it would be, would be better than what 
we have at present. Whereas such a 
state of affairs might look tidier on 
paper — one would then be able to pro- 
duce a neat schematic diagram rather 
like a large group of companies— but I 
think this would tend to conceal tre- 
mendous differences that are bound to 
exist between different Nationalised In- 
dustries and .their relationships with the 
Government and particularly .the great 
differences that exist between companies 
which the Government had a partial 
stake in. These have often been acquired 
for different reasons at different times, 
not accidentally, because that would be 
quite wrong, but in a fairly haphazard 
way as a result of events in the past 
and it would be a bit unrealistic and 
really a conglomerate to end all con- 
glomerates if one tried to put .the whole 
thing together and seek to regard it 
as a giant state investment company. 

I am not over-familiar with either the 
Italian or the Swedish system, but I 
have read a bit about each. I have 
been to Italy and spent some time talk- 
ing to the I.R.I. people. This was an 
historical accident arising from the time 
of Mussolini, done to pick up the bits 
at the end of the fascist regime ; and it is 
very much tied up with the particular 
form of financing of the five major sec- 
tors which form the I.R.I.. in that they 
raise their money from the public in the 
form of fixed interest bonds and then 
allocate these to the various industries 
such as shipping, steel, roads and so on. 
We have a completely different form of 
financing where the Government raises 
the money by taxation or borrowing from 
public savings and the money passes 
through the National Loans Fund. So, to 
some extent, the Treasury is performing 
the function of the allocation of the 
funds in the way that the I.R.I. is doing 
in Italy. The Swedish situation is very 
different partly because they have very 
different industries subject to the State 
organisation and like yourself I react 
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recently the report on the extent to which 
they are now trying to rationalise it 
and increase the return and run it as an 
investment holding company. I think this 
would be difficult to impose on our Nat- 
ionalised Industries. They are so huge 
and so disparate that it would be very 
difficult to see what purpose could be 
served by interposing an intermediary 
between them and Ministers. You 
have to decide whether a departmental 
Minister will be responsible for 
central policy and whether the Treasury 
will be responsible for public ex- 
penditure and economic policy. It seems 
to me that it would be difficult to see 
what advantages could flow from this. 
Some people have suggested a means of 
insulating the Department from too de- 
tailed and overt Ministerial control. It is 
unrealistic to run Nationalised Industries 
without it. It would merely be a com- 
plicating factor and it would not achieve 
the advantage of insulation. 

1034. I was not advocating a Minis- 
ter? You were thinking in terms of a 

Holding Company. 

1035. We cannot elaborate on that this 
afternoon. It might give Governments an 
Important weapon of economic control 
they do not at present possess. It could 
be argued that Parliamentary and public 
understanding and discussion of Govern- 
ment policies in broad areas, as regards 
energy and transport, is facilitated if, 
from time to time a Government issues 
a White Paper setting out its strategy 
in such areas. Would the Chief Secre- 
tary subscribe to this view, and if so, is 
it not disappointing that there has been 
a lack of such White Papers in recent 
years? Is it perhaps the role of Treasury 
Ministers to press their colleagues in the 
Departments to work out such policies? 

1 think, if I can remember the order 

■of your questions the answers are No, 
Yes, No, or it may the other way round. 
It is helpful to have such reports. It is 
certainly not the role of the Treasury 
either to produce them or to urge their 
production. I am not in a position to 
say whether it is a pity or not that such 
reports have not been frequently issued. 

1036. Why are you so definite that the 
Treasury has no responsibility to pro- 
mote a better understandin? Be- 

cause this isa sectoral policy and that 
is very firmly the responsibility of the 
Department responsible for the sector — 


the Department of Trade and Industn 
for energy and the Department of the 
Environment for transport. I think thev 
would legitimately regard it as an inter', 
ference with their preserve if the Trea- 
sury was to say: “ It is about time you 
published a paper.” 

1037. I was thinking in more general < 
terms. I think it is of help to the tax- 
payer to know where his pound is going 
and how it is split. I would have thought 
that if the general point is accepted that 
an understanding in elementary terms is 
what it is all about, surely that would be '• 

part of the Treasury’s work? We do 

publish the annual White Paper and if ' 
the taxpayer is concerned where his 
money is going then the figures in the 
White Paper, which are becoming each 
year more refined, are all there. 
We are progressively giving more 
details under the particular heads 
of the policy objectives on which the 
money is spent. You might ask why 
can we not each year include a full sec- 
toral appraisal of let us say energy policy 
or transport policy. I think that if we 
were to do -that we would very consider- 
ably overload and distort the balance of 
the public expenditure White Paper. I 
think it would be wrong, because one 
would not want to produce that sort of 
broad appraisal of a sector every year. 

It must be for the Ministers concerned, 
in the case of energy the Minister for 
Trade, in the case of Transport the 
Minister for Transport Industries or the 
Secretary of State for the Environment 
to decide when and whether .to. produce a 
paper. I do not think that this question 
is really for the Treasury. 

1038. You do not think that the present 
public expenditure in the White Paper 

should have amplification? We have 

steadily amplified the degree of explana- 
tion of the figures under each of the 
programme heads and the Select Com- 
mittee on Expenditure has produced 
some very interesting proposals as to how 
we might try to 'relate the expenditure 
figures with output more closely. It is a 
difficult technical problem to measure 
output in certain areas of Government 
expenditure and we want to constantly fry 
and improve the presentation of the 
White Paper in order to give information 
to the House and to the counfry. I 
believe that it would be wrong, when we 
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come to the programme on the Nation- 
ised Industries investment, for us to take 
up what might be a great many pages 
of the White Paper with a description 
of sectoral policy. I think that would be 
unbalanced and distort the White Paper 
and be to some extent outside its purpose. 

1039. We are indebted to you and 
vour colleagues for coming along. I do 
have one more question which is a 
request for a paper from you. We have 
received a table from the Treasury includ- 
ing the financial performance of indi- 
vidual Nationalised Industries. This is 
similar to the table you have sent us 
for the Ministerial Control Report. Un- 
fortunately, because .the position of the 
Nationalised Industries has changed in 


the period it is very difficult to make 
comparisons using two tables. Could 
you let us have a note on what compari- 
sons can be made both for individual in- 
dustries and for the Nationalised Sector 
as a whole? Could you also provide us 
with a statement for each industry show- 
ing the extent of capital reconstruction, 
write-offs and subsidies, et cetera, that 
each industry has received in the period? 

The period is specified in the table — 

it has already been specified?* 

1040. Yes? Mr. Phelps assures me 

that he will do his best and in my 
experience that is quite a good best. 

Chairman .] I am much obliged to you 
all for coming along. 

* See Appendix 9. 


394416 


M 


Printed image digitised by the University of Southampton Library Digitisation Unit 


appendices to the minutes of evidence taken before the 

SELECT COMMITTEE ON NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 


307 


APPENDIX 1 

DECISIONS ON MODERNISATION OF TELEPHONE EXCHANGES 
Memorandum submitted by the Post Office 

Present Position on Exchange Equipment 

1. The 16 million telephone stations and 19,000 datel terminals in the United 
Kingdom are connected through the local network of cables and 1| million distribu- 
tion points to 6,150 local exchanges. These handle calls, within their own areas 
and can also switch them via the junction cable network to adjacent exchanges In 
London and five other large cities local exchanges are more complex in that the 
numbers dialled are stored momentarily before being directed to the appropriate 
city exchange where they then go straight on to the switches; these are known 
as director exchanges and the others as non-director exchanges. Long distance calls 
after leaving their local exchange, have to be switched at one or more trunk 
exchanges, and the others as non-director exchanges. Long distance calls after 
exchanges, and to go over the trunk network of high capacity cables or microwave 
links. There are 355 main trunk exchanges ; and 38 smaller specialised exchanges 
known as transit exchanges, for dealing with the small flows of traffic outside the 
main stream. International traffic at present enters and leaves the network at 
2 large exchanges in London. 

2. The net value of the exchange equipment now in service is about £800 million. 
827 new exchanges or exchange extensions were added by contractors in 1971-72 
and expenditure on these and other running contracts was £125 million. 

3. 98 per cent, of the exchange equipment now in use is Strowger step-by-step 
equipment, which has been the standard system for nearly 50 years. However, 
electronic equipment for small new exchanges was first ordered in 1964, and the first 
orders for crossbar equipment for large new exchanges followed in 1966. In 1971 
a 3 year development and production contract was placed for large electronic 
exchanges. 

4. It may be helpful to the Committee to set out the types of exchange equipment 
now being bought, their source of manufacture, their use in the network and the 


scale of current purchases : — 







Value of 
orders 

Code 

Type 

Made by 

Use 

placed in 
1971-72 
£m 

TXS 

Strowger 

GEC I 
STC 1 

Plessey ( 
TMC J 

All types of exchange Now, normally, only 
> bought for extensions to other TXS 
exchanges 

71 

TXK1 

Crossbar 

GEC 1 
Plessey J 

New large local non-director exchanges New 
Trunk Exchanges Extensions to TXK1 ... 

32 

TXK2 

Crossbar 

Plessey 

New International exchanges and their 
extensions 

16 

TXK3 

Crossbar 

STC 

New large local Director exchanges and 
their extensions 

16 

TXK4 

Crossbar 

STC 

New transit exchanges and their extensions 

2 

TXE2 

Electronic 

Plessey 1 

GEC 

STC 

New small local exchanges and thier ex- 
y tensions 

13 

TXE4 

Electronic 

STC 

Development and production contract for 
new large local Director and non-director 
exchanges, and their extensions 

Total (at November, 1971 prices) 

4 

154 
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In summary we now have mainly a Strowger system into which currently 6 rathe- 
more modem types of equipment (4 crossbar and 2 electronic) are being gradually 
introduced as new exchanges are added and extended. This situation will continue 
(on the assumption that TX4 is approved for major introduction) for at least 
the next decade but, on current thinking, a new family of processor controlled 
exchanges is likely to start being ordered in about 6 years’ time when it has been 
developed in consultation with the Industry. The new system (System X) is likely 
to be first applied in trunk exchanges and concurrent development should lead to 
versions suitable for large and small local exchanges a little later. It is not 
anticipated that it will make a significant penetration into the local network before 
the early 1980s. 


Need for Change 

5. The present rugged and simple Strowger system has served the country well 
over the past 50 years, and has made it possible for 83 per cent, of inland trunk 
calls now to be dialled by the customer, and 60 per cent, of overseas calls. But the 
standard of service that it is capable of producing falls short of what is possible 
today with modem equipment, and very far short of what we expect to be needed 
by customers in the context of the society which the telecommunications business 
will serve in the 1980s and 1990s. The main shortcomings of Strowger equipment 
are summarised at Annex A. 

6. Although all new exchanges are being installed in more modern systems, 
currently about half Post Office equipment orders are for extending existing 
Strowger exchanges. If a deliverate decision is not taken to retire Strowger exchanges 
before their life of 30 years or more is over, there will, because of the rapid growth 
of the system, be 137 subscribers at the year 2000 still connected to strowger 
exchanges for every 100 so connected in 1971 (see Annex B). This is not tolerable 
for an economically advanced society which will increasingly demand more involved 
telecommunications services. The requirement to make Strowger prematurely 
obsolescent is quite distinct from the choices to be made on the types of equipment 
to succeed it 

7. The Post Office Board has, therefore agreed that the plans for the modernisation 
of file switching network to eliminate Strowger by about 1990 should be drawn up 
and fully costed for their consideration in December, 1972. This is a pla nnin g 
exercise, and no expenditure (beyond the £15 million of the existing TXE4 
contract) will be committed until decisions have been taken on the strategy. Industry 
has been informed of the modernisation objective and is in full agreement with it, 
although differences of view exist as to the manner of meeting in. 


Method of Approach to the Decision Date 

8. In order to give the firmest possible basis for their planning, external as well 
as Post Office knowledge and expertise have been brought to bear. On the former, 
the Post Office has made on the spot examinations of the relevant experiences in 
other countries, encompassing a wide variety of manufacturers’ products and the 
system planning of a number of overseas administrations. In addition, through the 
work of the joint Post Office /Industry Advisory Group on System Definitions, which 
has been in existence for the past 3-1- years, the Post Office has had access to con- 
sidered joint views on_ a wide range of technical, operational and system organisa- 
tional matters. Within the context of these views, specific equipment decisions, 
including those affecting the selection of the new coherent family of telephone 
exchange designs — System X — are being set. 

9. Internally the main task has been to conduct a rigorous technical and economic 
analysis of possible alternative strategies which might be followed, taking account 
of all available relevant data. The procedures adopted by a special Post Office 
group set up in 1968 to do this are summarised in Annex C. 


Printed image digitised by the University of Southampton Library Digitisation Unit 



SELECT COMMITTEE ON NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 309 


10. For the medium term (ie, the next seven to ten years) the strategy proposed, 
and possible alternatives to it, may be summarised as follows : — 


Type of Exchange 

a. Local— Up to 400 

lines 

b. Small Local (400- 

1,500 lines) 

c. Large Local 

(i) Non-Director 


Current Practice Proposed Strategy Possible Alternatives 
TXS TXS using recovered Very small electronic or 

equipment crossbar exchange as 

. yet undeveloped 

ex- TXE2 with accelerated Not required 
replacement of TXS 


TXE2 for new 
changes 


(ii) Director 


d. Trunk 

(i) Main Centres 


TXS for extensions 
TXK1 andTXK3for 
new exchanges 


(ii) Transit 


TXS for extensions 
TXK3 for new ex- 
changes 


TXS for extensions 
TXK1 for new ex- 
changes 
TXK4 


Accelerate replacement 
of TXS, by using 
initially more TXK1 
and in due course 
TXE4 

Accelerate replacement 
of TXS and taper off 
TXK3 as soon as 
TXE4 becomes 
available 

TXS for extensions 
TXK1 for new ex- 
changes 
TXK4 


Either modify TXK1 
and use it for TXS 
replacement instead 
of TXE4, or adapt 
an alternative cross- 
bar system 

As above (but further 
development would 
be required of 
TXK1), and/or in- 
crease TXK3 pro- 
duction 

Not required 

Not required 


When considering the alternatives it is necessary to recognise that they are 
not independent, and all occur within varying timescales. The choice of an 
optimum strategy is therefore a complex matter involving very extensive computer 
analysis of the consequences, supplemented by the best available consensus of 
expert technical and operational experience. To illustrate this complexity. Annex D 
shows a decision tree indicating some of the inter-relationships between the 
alternatives for the large local exchange sector only. 

11. If the proposed strategy is adopted, it should be possible to stop ordering 
TXS by about 1983 and eliminate it from the network by about 1990. It is not 
possible to indicate the financial implications of the alternative strategies until 
the detailed 1 studies now in train have been completed, from the point of view of 
time scale and resources. However, the calculations behind the preliminary studies 
presented to the Board suggested that the proposed policy would be financially 
and operationally the most beneficial. Strategy for the longer term will of course 
depend on the arrangements for the development of System X, which in themselves 
should take account of possible alternatives. 

12. The proposed strategy has been discussed with the Industry, who are in 
agreement with 10a, 10b, and lOd. GEC and Plessey however consider that 
for 10c it would be preferable to use TXK1 as the basis for a programme of 
adaptive and development engineering to cover the whole range of large local 
exchanges, rather than introduce any more TXE4 into this sector. The contrary 
view is that TXE4, which is based on experience gained over 5 years of co-operative 
PO/ Industry development in the Joint Electronic Research Agreement and brought 
to completion by STC, is preferable on economic and operational grounds. This 
issue is still being discussed with the companies concerned. 

13. The Post Office Board has not yet committed itself either to any particular 
modernisation strategy, or to the adoption of TXE4 as the main system for 
modernising large local exchanges. It has however agreed to the placing of a 
3 year development and production contract for some £15 million of TXE4 — about 
2 per cent, of equipment purchases over the next three years. Progress on this 
contract will be evaluated at the same time as fully worked out modernisation 
plans, including the consideration of alternative possible strategies, are considered. 
The Ministry of Posts and Telecommunications has been informed that the Board 
plans to take decisions on these issues in December, 1972. 
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Further procedures in decision taking 

14. Arising out of paragraph 12 above, it is the intention, to invite all the main 
UK suppliers to contribute information and assumptions to the further economic » 
analysis which is proceeding, and to participate to the extent appropriate in the 
analysis. 

15. The full economic implications of whatever strategy is_ adopted cannot be 
stated until current planning is completed. However, earlier studies covering 
about 80 per cent, of the local network, and made on provisional assumptions 
now being made more specific, are yet enough to indicate the magnitude of 
the sums involved. These showed, for example, that although at current prices, 
only about £13 million extra investment would be required over the first 4 years’ ; 
the total up to 1990 might be of the order of £380 million ; thereafter capital 
expenditure would fall, giving a net excess over a 30 year period of £70 million. 
Over the same period the net reduction in running costs would be about £750 
million. Provision for depreciation would have to be increased, out of profit, 
by over £300 million up to 1990. These preliminary figures indicate that when 
the plans are produced they will have major financial consequences. 

16. The Post Office will report its conclusions to the Ministry. Such a report > 
would not, of course, set out a cut-and-dried programme of expenditure for the 
next 20 years, but would indicate an objective, chart a possible course towards 

it and show the extent of the immediate commitment. The course towards the 
objective will certainly deviate from this plan as technology changes, as the market 
and subscriber needs change and as different economic and financial circumstances 
arise. The Board would probably, therefore, use the machinery of the 5 year 
investment review submitted annually to the Ministry, to report progress towards 
the objective and to draw attention to major changes from such plans as they * 
arise. Such changes would of course have to take account of the long lead 
times needed for the provision of exchange equipment. 

17. In summary therefore, the position of the Post Office is that: — 

(a) The Board has approved the placing of a pilot contract for the development 
and 3 years’ orders for TXE4 for large local exchanges. 

( b ) In December, 1972 the Board expects to reach its conclusions on the 
adoption of TXE4. 

(c) The Board has also asked for modernisation plans to be prepared for 
its consideration in December, 1972. These plans will take account of 
possible alternatives in the large local exchange area, which is the only 
sector where the Post Office and some sections of Industry are not in 
agreement. 

(d) Meanwhile consultation with the Industry will continue on this area of 
disagreement and Industry will be invited to participate, where it can, 
in the economic analysis underlying the pla nnin g of modernisation. 

(e) In December, 1972, the Board expects to reach its conclusions on the basis 
on which a start should be made on implementing modernisation plans. 

(/) It will not be until 1974 that the first production TXE4 exchange will 
come into service, and companies other than STC can, if they wish, start 
to manufacture TXE4. 

( 8 ) If TXE4 is adopted and made by all 3 suppliers, it will by 1980 before 
orders for it exceed those for TXK1. 

C h ) If the proposed modernisation strategy is adopted, the extra capital invest- 
ment required over the first 5 years will be very small in relation to the 
present planned expenditure on exchange equipment. 

(0 The Board will review the strategy yearly in conjunction with the 5 year 
Investment Review, and adapt it as necessary in the light of changing 
technical, market and financial circumstances. 

Post Office. 

May, 1972. 
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Annex A 


SHORTCOMINGS OF STROWGER 

Same of the shortcomings of Strowger may be attributed to the fact that Strowger 
switches are self-contained. Its general principle is that individual switches are 
operated directly by the customer’s dial, or by an automatic equivalent, whereas in 
more modern systems a sophisticated common equipment is interposed, which 
controls the operation of a large number of switches. The capital costs of Strowger 
equipment are, as a result, distributed more uniformly throughout the life of a 
growing exchange. This situation has obvious attractions in conditions of capital 
restraint, but represents a major hurdle for modem systems to overcome. Some 
of the more important limitations of Strowger equipment are: 

It is inherently noisy because of its reliance on base metal contacts. 

It is slow in operation because the electromechanical switches operate in 
sequence at dialling speed. 

The speed of operation of a Strowger exchange would have seemed short by 
comparison with the manual service which it displaced. The worldwide 
development of long distance automatic telephony has led inevitably to a need 
for sequential operation of more and more switches so that the delays that they 
introduce become progressively less tolerable. The advent of the use of the 
switched telephone network by machines for the transmission of data and 
control information, often involving calls of relatively short duration, provides 
a further incentive to reduce the time taken to establish a call. 

The fault liability of electromechanical devices is too high for modem 
conditions and faults within the Strowger system react directly, and immediately, 
on its customers. 

A single undected fault within a Strowger exchange may be the cause of 
repeated call failures experienced by successive customers. The quality of 
service experienced by a customer owing to exchange equipment faults is 
shown in Fig. 1. This illustrates the great improvement that modern equipment 
offers — a 10 to 1 or 20 to 1 improvement. 

It is labour intensive in its manufacture, its installation, and its maintenance. 

At its present rate rate of growth, the telephone system will double its size 
in this decade. In the interests of cost effective operation the Post Owce 
cannot allow its labour force to grow proportionately, nor hope to control 
escalation of operating costs, unless means are found of continuing for many 
more years the growth in the efficiency of use of labour which has been achieved 
in the past. The scope for this is no longer available with Strowger. 

Many new customer services are now becoming practicable and will be 
demanded by the public in the future, Strowger is an inflexible, uneconomic — and 
in some cases impracticable — basis on which to attempt to provide such services. 

It has no potential for miniaturisation. 

One of the most intractable problems facing telephone administrations is the 
difficulty of procuring suitable sites for telephone exchanges in city centres. The 
continuous addition of new customers eventually results in existing buildings 
becoming filled with equipment. Extremely high costs are incurred when 
exchanges have to be moved even quite short distances from the preferred 
location to a larger site, so there are very strong incentives to make the best 
possible use of sites by miniaturising plants. 
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F'S- !• — Quality of Service — Strowger compared with modern systems. 
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Annex B 


the growth and composition of the network 

At 1st April, 1971 there were 9-3 million connections on the network, and Fig. 2 
shows how these are expected to grow to over 30 million by the year 2000. In 
1965 the decision was taken to adopt some proprietary designs of crossbar equipment 
to supplement the supplies of Strowger. Although by 1st April, 1971 some 
980.000 lines of crossbar had been ordered for local exchanges, only 117,000 were 
available for service. 

This crossbar equipment is being used to replace Strowger equipment as the 
latter falls due for replacement in the normal course of events. If this policy 
continues unchanged at the ordering levels currently envisaged, the changeover from 
Strowger to crossbar will follow the pattern shown in Fig. 3, from which it may be 
seen that the proportion of customers served by Strowger will fall from 99 per cent, 
today to 40 per cent, in the year 2000. However, as the network is also growing 
in size through this period, these proportions represent, in absolute terms, 137 
customers served by Strowger in 2000 for every 100 in 1971, and passing through a 
peak of 158 in 1990 as illustrated in Fig. 4. 

In the light of the inability of Strowger to match fully the needs of the market 
referred to earlier, this prospect was clearly unacceptable to the Business. 



Fig. 2. — Size of telephone network. 
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Fig. 3. — Proportion of customers served (with no accelerated modernisation). 


Printed image digitised by the University of Southampton Library Digitisation Unit 




SELECT COMMITTEE ON NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 315 





Fig. 4. — Customers served by Strowger (with no accelerated modernisation). 


Annex C 

ECONOMIC ANALYSIS 

The gross book value of the investment in telephone exchange equipment at 1st 
April, 1971 was £850 million and is being added to at the rate of over £120 million 
per annum. It is therefore obvious that any proposal to accelerate the replacement 
of this equipment poses massive practical and financial problems. For this reason 
very detailed and wide-ranging analyses of the economic consequences have been 
undertaken. 

The situation is complex because it involves a very large number of inter-acting 
factors and it is changing continuously. This results in a situation which is too 
involved to be analysed in adequate depth by conventional methods. A computer 
model has therefore been constructed to represent large local exchanges which are 
the urgent and difficult part of the problem. It covers exchanges having more than 
1,500 connexions, representing 80 per cent, of all connexions. 

The model does not deal with individual exchanges. It deals with the aggregation 
of local exchanges expressed in national figures throughout. It includes some 90 
variables of which 1 1 may have different values for each year of the study. Typical 
variables are : — 

an historical statement of the installed plant at 1970 ; 
changing number of connexions ; 
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changing calling rate ; 
changing capital costs ; 
changing labour costs ; 

allowance for differences in accommodation costs between systems ; 

differences in overhead costs ; 

the costs of mixing a variety of plant ; 

the costs of teething troubles when introducing new systems ; 

the costs of training etc. 

For a system containing a mixture of different plant types, the model will calculate 
year by year up to the year 2000 a capital investment profile, an equipment mix the 
operating costs, the proportion of customers served by each plant type, and’ the 
profitability on a discounted cash flow basis expressed in net present value form 

Using this tool it has been possible to make comparative studies of large numbers 
of possible alternative strategies which the Business might follow, involving different 
types of plant, starting to come into service at different dates in the future, with 
production building up at various rates, and with obsolete plant being retired at 
a wide variety of different rates. The nature of the model makes it possible to 
inject a variety of external constraints such as ceilings on annual capital expenditure 
and equipment manufacturing limitations. 

Any activity involving the forecasting of future events is obviously speculative and 
produces results which are no more reliable than the reliability of the assumptions 
and forecasts it contains. It is one of the particular virtues of this computer-based 
model that it is possible to test quickly the sensitivity of the conclusions to variations 
in the inputs, and extensive use has been made of suoh sensitivity analysis. With its 
aid it has been possible to identify which parameters could exercise a major influence 
on the results and those that have less importance. 

The computer model was not able, of course, to generate at the first attempt a 
strategy which could be recommended for adoption. The eventual recommendation 
has been reached through an iterative process in which the judgement of a number 
of experts in various fields was brought to bear on the results generated by the 
model. In the light of this judgement die model has been progressively modified and 
enhanced, the input data matched to field experience, to the consensus of opinion 
about future trends, and the refined results led to the course finally adopted. In a 
very real sense, therefore, this model represents in numerical and logical form, the 
best available synthesis of the judgements, practices, and experience of those con- 
cerned with the forward planning and with the current operation of the UK tele- 
communications system. 


Annex D 

LARGE LOCAL EXCHANGES— DECISION TREE 

A decision tree is a management technique for structuring thinking in complex 
situations where a series of decisions have to be taken which are interdependent 
This Annex shows a decision tree which shows some of the options open in relation 
to the large local exchange field. Time is considered as flowing from left to right 
across the diagram as shown at the top. Each circle represents a decision that has 
to be made and the lines lead from one decision point to the next in a manner 
which indicates the consequences of preceding decisions. In using the chart one 
must always move from left to right and one must always leave a decision point 
along one of the several option paths which are open. To illustrate the use of the 
chart a single, hypothetical, path through the chart will be described. 
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Starting at decision A at the left-hand side, during 1972 a decision in relation to 
TXE4 could be taken and four alternatives are identified : 

1. Abandon. 

2. Continue into production with one company only. 

3 . Build up production with two manufacturers. 

4. Build up production with three manufacturers. 

Assume Course 2 is followed decision point B is reached because it is necessary 
to decide what to do with the level of Crossbar production. Two courses are 

identified : 

5. Hold production at its present level. 

6 . Build up production to significantly higher levels. 

Assuming Course 5 is taken, decision point C is reached because a decision has 
to be made whether to evaluate and specify an alternative system or not. Assuming 
that this decision is yes (8) decision point D is reached during 1973-74 when it is 
necessary to decide whether to adopt Ithe alternative system that has been evaluated. 

Three alternative decisions are identified here ranging from not adopting through 
to adopting with build-up to a high production level. Assuming it is decided to 
adopt this system with moderate production levels (9) a decision (E) is necessary 
during 1975-1980 concerning system X. Assuming this is adopted, a range of 
production levels would be possible varying from a production level which would 
achieve a target of eliminating Strowger from the network by 1990 (Expand) and a 
lower production level (convert) which would result in 8 million connexions 
remaining in Strowger at 1990. 

Other courses through the decision tree may be followed in a si milar maimer. 
Within this particular simplified tree there are 35 alternative courses of action. 

This decision tree is reproduced to illustrate that the alternatives tabulated in the 
paper are, in fact, not nearly as simple as the table would suggest. Furthennore it 
must be noticed that this decision tree is itself a very much simplified version of the 
real situation ; many of the decision points relating to other options that are available 
have been omitted from the diagram for the sake of clarity but these other alternative 
courses of action have, of course, been studied in the course of the Post Office 
examination of the total problem. 

Every path through the decision tree has a separate set of economic and industrial 
consequences. There will be substantial differences in the overall profitability to 
the Post Office, the demand for investment capital and its timing, and the industrial 
consequences of production build-up and run-down rates. These aspects of the 
problem have to be investigated by other techniques such as econometric modelling. 
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APPENDIX 2 
CORPORATE PLAN 1973 
Memorandum submitted by the Post Office 

1. This memorandum is submitted in accordance with the undertaking given on 
21st June. 

2. The Corporate Plan of the Post Office will consist of four business plans and 
consolidating financing and manpower statements. The main headings are: 

1. Telecommunications business plan. 

2. Posts business plan. 

3. Giro and Remittance Services business plan. 

4. Data Processing Service business plan. 

5. Consolidating statements. 

3. The headings of the constituent elements currently contemplated are set out 
at Annexes 1 to 4. These headings will almost certainly be changed as planning 
proceeds the main alterations being designed to provide a better consistency of 
pattern for each section. 

A. W. C. Ryland. 

11/A July , 1972. 

TELECOMMUNICATIONS BUSINESS PLAN 

Introduction. 

Environment. 

Aims and Objectives of the Corporation. 

Telecommns. Aims and Objectives. 

Marketing. 

Inland Services. 

International and Maritime Services. 

Research and Development. 

System Development. 

Capital Investment 
Procurement. 

Finance. 

Tariff 

Personnel. 

Manpower and Productivity. 

Feasibility and Sensivity. 

Conclusion. 

POSTAL BUSINESS PLAN 

Contents. 

Introduction. 

I. Objectives and Main Strategies : 

L Aims of the Business. 

2. Objectives of the Business. 

3. Obligations. 

4. Main areas of uncertainty affecting planning. 

5. Environment. 
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6. Assumptions used for Plan. 

7. Financial forecasts. 

8. Strategies. 

9. Expected effects of implementing strategies. 

II. Inland Letter Service. 

III. Inland Parcel Service. 

IV. Overseas Services. 

V. Counter and Agency Services and Head Office Administration. 

VI. Personnel. 

VII. Sites and Buildings. 

VIII. Finance. 

GIRO AND REMITTANCE SERVICES— BUSINESS PLAN 

1. Brief description of Business. 

2. Aims of the Business. 

3. Assessment of G.R.S. strengths. 

4. Assessment of G.R.S. weaknesses. 

5. Interaction with other P.O. Businesses. 

6. Threats to, and opportunities for, Giro’s development arising from forecast 
environmental changes. 

7. Assumptions. 

8. Objectives. 

9. Strategies and targets. 

10. Sensitivity analyses using different assumptions. 

11. Decisions needed. 

DATA PROCESSING SERVICE— BUSINESS PLAN 

1. Introduction. 

2. Aims. 

3. Environment. 

4. Assumptions. 

5. Objectives, Targets and Strategy. 

6. Conclusion. 


APPENDIX 3 

Letter from the Ministry of Posts and Telecommunications 

3rd November, 1972 

SELECT COMMITTEE ON NATIONALISED INDUSTRIES 
SUB-COMMITTEE B 

At the examination on 21st June, 1972 I said in reply to a question from Sir 
Henry d’Avigdor-Goldsmid, M.P., that I would submit a note on the percentage 
of the Post Office’s investment programme approved for later years. The note 
is as follows : 

" Post Office Investment Programme. Procedure for Approval by Minister 
of Posts and Telecommunications 

Each year the Minister authorises the Post Office to commit expenditure in 
the current year and the following year to the full extent of the approved 
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programme. Approval for the third year of the investment review is subject 
to commitments not exceeding 90 per cent, of the programme. For the 
fourth and fifth years the figures are forecasts of capital expenditure to be 
the subject to approval m later annual reviews.” P 


APPENDIX 4 

Replies to questions concerning Telephone Exchange Equipment 

Memorandum submitted by the Department of Trade and Industry 

At the hearing of Sub -Committee B on 12th July, 1972, Mr. John Golding M P 
asked a series of questions at Q. 141 and 142. This note gives the Department’s 
replies. 

(a) Is the Post Office estimate that System X cannot be introduced generally 
until about 1982 a realistic one in view of the advice of the Department's 
advisers? What reports have the Department received about the development 
work to which they themselves have contributed financially? 

The Department cannot comment on the Post Office’s estimate of the earliest 
date for the introduction of System X, which is a matter within the responsibility 
of the Post Office. The Department has not contributed financially to any 
development work for telephone exchange systems. 

(b) If the Post Office estimate that System X cannot be introduced generally 
for about 10 years, then is the TXE4 a better interim system for main 
telephone exchanges than the crossbar systems that can be supplied by 
the British manufacturers? 

(c) If the Post Office view is that the TXE4 system is superior to British 
crossbar because of the wider facilities and better service it can offer to 
the customer, is it possible that British crossbar systems could themselves 
be improved to meet the Post Office needs in the short time available? 

(d) If the time lag in modifying British crossbar equipment rules out this 
possibility, could the Post Office consider buying Swedish crossbar which 
could be developed to meet the needs of the British Post Office? 

Whether TXE4 or some other system should be introduced into the telephone 
service will be decided at the end of this year by the Post Office subject to the 
approval of the Minister of Posts and Telecommunications. The decision on which 
system is better will involve a great many factors including the extent of the 
facilities, the quality of the service and the cost/benefit prospects of alternative 
solutions, and the time between now and the end of the year will be largely 
utilized in defining and assessing the significance of these factors. The British 
crossbar system is a possible alternative, but it seems clear that the development 
of a Swedish crossbar system would not lead to any earlier satisfaction of Post 
Office requirements than would British equipment because of the very substantial 
adaptive engineering that would be needed to make it suitable for widespread 
adoption in the inland telecommunications network of the United Kingdom. 
D.T.I. will be associated with the examination of the factors and with the ultimate 
decision. 

(e) Whilst the Post Office are apparently convinced that the TXE4 systcn 
will best meet their needs in the main exchanges, some doubts have been 
expressed whether TXE4 equipment is likely to be attractive to telephone 
administrations in other countries. Is there, therefore, any merit in the 
argument that it would be easier to export British crossbar than British 
TXE4 equipment ? How reliable are the TXE2 and TXE4 systems ? 

if) Is it reasonable to reach conclusions on this point before the full poten- 
tial of TXE4 has been demonstrated to possible customers ? If the 
Post Office suggestions are adopted to use crossbar equipment in the 
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switching exchanges, but TXE4 in the main exchanges, would not the mam 
facturers have a stable home market in both fields and therefore an oom 
tunity to sell both types of equipment overseas ? Is it not also true thatth, 
British Post Office have a substantial lead over all other countries in Z 
development of this type of exchange ? K 

One of the factors affecting the export potential of British products is certain], 
the extent of their success in home markets, though a telecommunications system 
designed for a particular operating environment, however successful, is not neces. 
sarily suitable for use in a quite different environment ; it is therefore difficult to 
generalize about the export potential of different systems. It is one of DTI’s 
responsibilities to ensure that the best possible assessment of factors of this kind is 
made and taken fully into account in the consideration referred to above leadint 
up to the Government’s decision on the choice of system at the end of 1971 
Facts about the reliability of systems in service can only be provided bv the 
Post Office. 

1st August, 1972 


APPENDIX 5 

REPLIES TO QUESTIONS PUT TO 
THE MINISTER OF POSTS AND TELECOMMUNICATIONS 
ON 21th JUNE, 1973. 


Question 1. 

What plans exist for the development of an integrated telecommunications system 
which would carry telephone signals, data transmission and radio and television? 

Reply. 

Telephone, data, radio, and television signals are already carried on common 
Post Office plant over the trunk network of cables and radio systems. I under- 
stand that the Post Office is studying the technical and economic implications 
of the local distribution on common plant of these services. All future plan- 
ning will take full account of the potential for operation of integrated services. 

Question 2. 

What studies have been conducted on the potential of : 

(a) cable television 
(A) viewphones 

(c) data transmission (what are the results of study conducted under the 
auspices of international management consultants)? 

Reply. 

(a) None by the Ministry other than the prospects for the development of 
Cable Television discussed in paragraphs 38-48 of the Report of the Tele- 
vision Advisory Committee published in December, 1972 and on pages 60-81 
of Papers of the Technical Sub-Committee of the Television Advisory Com- 
mittee published in June, 1973. The Post Office is getting valuable experi- 
ence in the contracts it has won for the provision of cable television in a num- 
ber of new towns. 

(A) The Post Office are currently conducting an internal field trial of view- 
phones. The main problems are likely to be economic. It is also pioneering 
the concept of televised conference facilities with its experimental confravision 
service between five main cities. 

(c) On Data Transmission, the Post Office have contributed to the Eurodata 
study and are at present evaluating its findings. 

Question 3. 

When does the Minister expect the Post Office to return to economic pricing 
policies? 
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Reply. 

i The Post Office’s pricing policies, like those of other industries both public 
and private, are subject to Government counter-inflation measures It is too 
early to say what effect future stages of the counter-inflationary policy will 
have on Post Office pricing policies. 

Question 4. 

What does the Minister consider as being of greatest importance in investment- 
improving quality of service or increasing size of service? 

Reply 

I would not regard the two objectives as necessarily being mutually exclu- 
sive. If in a particular case, however, this were the choice, the Post Office 
would normally expect to give priority to the quality of service for existing 
customers. 

Question 5. 

At what level of self-financing should the Post Office be aiming? 

Reply. 

In the past a level of about 50 per cent, has been regarded as acceptable. 
The level is, of course, affected by counter-inflationary measures. 

Question 6. 

What steps can be taken to reduce the heavy cost of investing for “ peak hour ” 
traffic? 

Reply. 

Tariffs can be so constructed that calls are cheaper in the less busy periods. 
This is done and will continue to be publicised. The fact remains, however, 
that the bulk of calls are made by businesses and are inevitably concentrated 
into peak periods. 

Question 7. 

How far is it anticipated that facsimile development will be harmful to (a) Telex, 
and (b) Posts? 

Reply. 

There is no real evidence that either telex or posts will be significantly 
affected by facsimile for many years. 

Question 8. 

What are the future investment plans for: 

(a) the Post Office National Data Processing Service. 

(b) Giro? 

Reply. 

Investment forecasts for the Data Processing Service and Giro included in 
the 1972 Public Expenditure White Paper were (at March, 1972 prices): — 

1973-74 1974—75 1975-76 1976-77 

DPS £5-2 m. £5-4 m. £3-3 m. £3-1 m. 

Giro £0-2 m. £0-1 m. £0-2 m. £0-1 m. 

The D.P.S. figure for 1974-75 has been reduced by half a million pounds as 
part of the recent cuts in public expenditure announced by the Chancellor 
of the Exchequer on 21st May. 

Question 9. 

Is the Minister satisfied that local consultation with Post Office Unions on invest- 
ment plans is satisfactory? 
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Reply. 

I understand that consultative machinery, through which investment plans 
can be discussed, has been established at all levels with the Unions. 

Question 10. 

Why is it that the Post Office has constantly under-estimated the demand lor 
telephones? What improvements can be expected in the future? What part is 
the industry playing in formulating estimates of future demand? 

Reply. 

The Post Office tell me that since the setting up of the Post Office Board 
forecasts of national demand have been within 2 per cent, of actual demand. 
There is close and continuous discussion with industry on the levels of produc- 
tion required as a result of growth forecasts. 

Question 11. 

(a) How was the figure of £30 million arrived at in deciding the savings in Post 
Office investment announced by the Chancellor of the Exchequer on 21st May, 
1973? How was the Post Office consulted? 

(b) What specific projects will be delayed? Will these lead to lower quality of 
service? Were these specific cuts considered before the figure of £30 million was 
arrived at? 

(c) What will be their impact on employment both inside and outside the Post 
Office? 

Reply. 

In discussing their investment plans with the Post Office earlier this year 1 
asked for information about the effect of an illustrative cut in their investment 
and discussed with them the effect on the service to the customer. I was thus 
able to form a view on the suitable proportion of the overall cut in public 
expenditure for them to bear. The savings are being made by re-phasing pro- 
grammes generally and thereby minimising the delay to any specific project. 
There will inevitably be some slowing down in the capital programmes which 
have been mounted to bring the quality of service everywhere up to the 
required standard and to ensure customer’s needs can always be met promptly. 
On employment the result of the cut will be to defer Post Office recruitment 
of additional staff. It is too early to assess the impact on industry. 


Question 12. 


(а) How much of the Post Office investment programme is now financed from 
iternal sources? 

(б) What rate of interest is charged on money borrowed for investment purposes? 


Reply. 


(a) For 1972-73, the percentages are : 


Telecommunications 

D.P.S 

Posts 

Giro 

Total Post Office 


39 per cent. 

75 per cent. 

Nil 

No net capital requirements 
33 per cent. 


( b ) The vast majority of the borrowing comes from the National Loans Fund 
whose existing rates are fixed by the National Loans Act. In 1972-73 the 
interest rate averaged 9f per cent. 


Question 13. 


What progress is anticipated in the next five years : 

(a) in shortening the waiting list, 

(A) in reducing the numbers forced to share service, 
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(c) in improving the quality of service ; 

(i) of inland calls, 

(ii) of international calls? 

Reply. 

(a) The Post Office hopes to reduce the list to 40,000 which it considers to 
be the lowest practicable figure. 

(b) A start is to be made in reducing the number of shared service con- 
nections, which at present account for rather less than 20 per cent, of the total. 

(c) It is planned to reduce call failures due to congestion to below 2 per 
cent, on inland trunk calls and below 1 per cent, on local calls. On the overseas 
side it is hoped to reduce calls failing due to United Kingdom plant engaged 
to 9 per cent. 

Question 14. 

How far are the Post Office investment programmes being held up at the present 
time by: 

(a) delays in the delivery of equipment, 

( b ) delays in the delivery of cable, 

(c) delays in the completion of buildings by the Department of the Environ- 
ment? 

Reply. 

{a) Exchange equipment. Strowger and electronic exchange contracts between 
them account for over 70 per cent, of the current programme. Only 6 per cent, 
and 2 per cent, of these respectively were in delay at the end of May, 1973. The 
remaining contracts are for crossbar exchanges. The industry has had diffi- 
culties with these, and 40 per cent, of them are still in delay. But the length 
of the delays is dropping steadily and there should be steady improvement 
from now on. 

( b ) Cables. Not at all. 

(c) Buildings. Over 80 per cent, of buildings are currently failing to be ready 
by the date on which installation of equipment is due to start. In 1972-73 the 
shortfall on programmed building expenditure was 7 per cent, largely due to 
industrial disputes during the year. 

(The figures under 14 (a) excludes the effects of building delays. These are 
growing steadily in significance despite the combined efforts of the Post Office 
and the Property Services Agency.) 

Question 15. 

( a ) In respect of crossbar contracts to G.E.C.-A.E.I. and Plessey, what rate of 
profit is allowed? 

(5) Is the Minister satisfied that the present Post Office cost procedures are satis- 
factory? 

(c) Is .the Minister satisfied that technical standards of the British crossbar system 
are high enough? 

(d) Does the Minister consider that British crossbar systems will be an export 
success? 

Reply. 

(u) I understand that wherever possible crossbar purchases are competitive, 
the rate of profit being determined by market forces. For non-competitive 
contracts the rate of profits allowed is in line with the formula laid down by 
the Government for public sector purchasing. 

( b ) The Post Office cost procedures include examination by accountants and 
technical cost staff and the use of competitive tendering as much as possible, 
and I am satisfied with these procedures. 
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(c) The technical standards of the British crossbar system are of course in ft, 

first instance for the Post Office and the telecommunications industry but I 
understand that crossbar exchanges generally give good service to the customers 
who use them. , 

( d) I understand that the industry hope to continue to sell crossbar abroad in 
the years ahead. 

Question 16. 

Does the Minister believe that the main difficulties facing him in reaching a 
decision on TXE4 were: (a) technical, ( b ) financial, (e) because of matters proper 
to the Department of Trade and Industry (e.g. exports, suppliers)? r . 

Reply. 

I considered along with my colleagues all the aspects of TXE4 very care- 
fully ; they are all not only complex but inter-related and I would not say , 
that any one presented outstanding difficulties in the sense of casting doubt 
on the correct decision. 

Question 17. j 

Does the Minister visualise further orders to foreign based companies for 
exchange equipment? 

Reply. 

I have not been informed of any Post Office intention to make any further 
major purchases of foreign-based exchange equipment. 

Question 18. ' 

What is the anticipated increase in labour productivity from Post Office invest- 
ment in the next decade? 

Reply. 

The telecommunications system is planned to grow by 50 per cent, over the 
next 5 years while manpower will grow by only 7 per cent. Overall manpower 
productivity as measured in telephones per employee is planned to continue 
rising at just over 5 per cent, per annum over the next decade. 

20 th July, 1973. 


APPENDIX 6 

CAPITAL INVESTMENT PROCEDURE 

Memorandum submitted by the Ford Motor Company Limited 

The procedure for making capital investment decisions in Ford Motor Company 
Limited may be summarised as follows: 

1. Development of long term product and capacity plans. 

2. Establishment of operating assumptions for the next four years within the 
framework of that plan. 

3. Preparation of a capital investment budget for the next four years based on 
those operating assumptions. 

4. Approval of individual capital investment proposals. 

5. Control of expenditures on individual proposals. 

6. Follow up on the benefits achieved by the investments. 

The following pages summarise the procedures followed under each of the above 
headings. 
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1. Development of Long Term Product and Capacity Plans 

1.1. Product pla nnin g is a continuous process with, plans being modified, as circum- 
stances require. Total product strategy is reviewed periodically and covers the 
next eight to ten years. Assumptions are made as to the dates for new or modified 
products for cars and trucks and for major comoonents such as engines and 
transmissions. Changes to the plan reflect shifts in customer requirements new 
product ideas and a response to innovations by competition. Approximately two to 
three years before the date of a model change a detailed programme is prepared 
covering the design specification, unit cost and capital investment objectives of the 
new product. This is eventually approved after detailed review and (where appro- 
priate) after discussion with the parent company. In reviewing these programmes 
one of the most important criteria is that the product should achieve a return on 
investment equal to or better than a pre-determined objective which varies according 
to the range of products involved. 

1.2. An annual review of world wide car and truck market sizes is carried out 
once every year and estimates are made of market size, and Ford shares of those 
markets, covering the next eight years. Capacity plans are then developed to 
provide additional manufacturing capacity to support the projected Ford volumes 
Individual programmes are prepared, for capacity actions. As part of this process’ 
planning volumes are developed to establish the capacity required for each vehicle 
and major component and for calculation of revenue and variable cost projections 
for investment appraisals as well as for profit planning. Outside exnerts are not 
generally used in this process but other Ford companies are consulted" on estimates 
of market sizes, for example. 

1.3. Major product, capacity and marketing decisions are preceded by detailed 
long term (10 years) strategic reviews to evaluate the profitability and compatibility 
of planned forward year actions. 

2. Establishment of Operating Assumptions for the Next Few Years 

2.1. Profit planning in Ford is done in detail for the next calendar year and, 
on a broad basis for the three years after that. As part of this process, product 
and manufacturing assumptions are developed to identify planned changes from 
the present pattern of operation. This includes the effect of new products, capacity 
expansions and major cost saving, integration or modernisation actions. This plan 
forms the basis for developing profit plans and for the Capital Investment Budget. 

3. Preparation of the Capital Investment Budget 

3.1. Each year an objective is established for the total amount of capital expendi- 
tures over the following four years. There are no hard and fast rules on how 
this objective is to be determined ; it is essentially the result of discussions between 
senior executives, but it takes into account the current product and capacity plans 
and major profit improvement proposals and the expected financing position as 
well as historic rates of replacement of fixed assets. The expenditure objective, 
when agreed, is allocated to each major operating area with separate objectives 
for each category of investment (see 3.2.). 

3.2. Following receipt of the overall expenditure objectives, the operating areas 
prepare their Capital Investment Budget submissions. These are developed in detail 
for the following year and more broadly for the three years after that. The 
budget is divided into categories — Capacity, Product, Cost Saving, Integration, 
Modernisation, Development, Pollution Control and All Other. The budget identifies 
yet to be approved items by calendar year of approval. Expenditures are projected 
by year, by item, for both approved and unapproved actions. Estimates for each 
action are further divided into special tools (unique to the product concerned) 
and facilities (equipment not unique to any one product). The capitalised and 
expensed portions of the expenditures are also identified. Where an action does 
not form part of a larger programme and the proposal is expected to improve 
profit, estimated profits and returns are included for each major item. A brief 
justification and explanation is provided to support the inclusion of actions not 
yet approved. There is no formal ranking process but each operating area decides 
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which proposals must have priority within the overall objective. There is no ceil’ 
on the total investment of the actions planned for approval in any one yean-X 
constraint on the amount approved is exercised by the restraint on the conseoi ™ 
expenditures over the four-year period. a^uent 

3.3. Budgets submitted by the operating areas are reviewed by central staffs ana 
by the appropriate executives and the total company capital investment budst 
is approved by the Managing Director. Operating areas are advised of any revisi™ 
to their original submissions and a detailed Budget is agreed. < ® 


4. Approval of Individual Capital Investment Proposals 

4.1. Capital investment proposals are prepared by the operating areas usins 
standard company procedures for layout and content. Each proposal contains a 
summary of the overall justification, details of each item requested adding up to 
the total request, justifications for each item, timing plan, considerations of alter- 
natives, space and headcount implications and effect on company profits (analysed 
by major account classification). The effect on profits is shown for the five years 
after implementation and for the average year over the life of the asset. Where 
appropriate, a return on investment is shown and this is done both as a long 
term after tax return on average investment and as a discounted cash flow (yield) 
return. Payout periods are also shown — defined as being the point when the 
cumulative cash flow becomes positive. The submitting area has to identify whether 
or not the item concerned was included in the capital investment budget and 
if not, nominate an offsetting deletion from the budget so that the proposal will not 
cause an overrun to the budget 

4.2. Minimum rates of return are established for proposals where the justification 
is wholly financial (e.g., to reduce operating costs). The minimum rate of return 
is normily reviewed each year after discussion with the parent company. Different 
minima, can be set for different types of proposal and for different degrees of risk. 
The return criterion is a discounted after tax return. 

4.3. Authority to approve capital expenditure proposals is delegated to specified 
executives with an upper limit in each case. A proposal is submitted to the 
executive who has sufficient delegated authority on capital spending to approve it 
Each senior executive in the operating areas has some delegated authority for 
capital expenditures. 

4.4. Capital expenditure proposals in excess of the delegated authority of the 
senior executive of the operating area are submitted to central staffs for review 
prior to approval by the Managing Director. Copies of the proposal are circulated 
by Finance Staff to other affected staffs (e.g., Product Development, Manufacturing 
Planning, Legal Department, Purchasing, Industrial Relations, etc.). The senior 
executive in the department concerned is required to submit a written concurrence 
to the proposal or give reasons for non-concurrence which are then discussed with 
the submitting activity. In the meantime Finance Staff reviews the proposal as a 
whole with particular emphasis on the correctness of the data and the financial 
justification for the proposal. The purpose of staff review is to ensure that proposals 
are justified and that they do not conflict with company policy, future plans or likely 
technological changes. After staff review, and after obtaining recommendations 
from the parent company (where appropriate), the proposals are submitted to the 
Managing Director for his approval. 

5. Control of Expenditures of Individual Proposals 

5.1. Each capital investment proposal is controlled to ensure that actual expendi- 
tures do not exceed the authorised amount. Every commitment of expenditure is 
recorded against the item concerned and there is a monthly report on the latest 
estimated cost of each project. Changes in the detail of a proposal have to be 
authorised in a similar way to the procedure for an entirely new proposal. When 
.the estimated cost of a proposal exceeds the authorised amount an overrun supple- 
ment is prepared and commitments are normally stopped until the supplement has 
been approved. 
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6. Follow up on the Benefits Actually Achieved by an Investment 

6.!. Where investment proposals were justified on the basis that they would 
directly reduce costs, the results are reviewed approximately six months after 
implementation to verify whether the expected results were in fact achieved. In 
cases where the results are not satisfactory it is sometimes possible to take corrective 
action ; where this is not possible there is usually some information to be gained 
which is helpful when preparing or reviewing future investment proposals. 

21st February, 1973. 


APPENDIX 7 

STATEMENT ON STATISTICS RELATING TO THE 
GAS DISTRIBUTION SYSTEM 

Memorandum submitted by the British Gas Corporation 

1. Gas Leakage and Poisoning 

The introduction of natural gas has continued the reduction in the number of 
accidental fatalities due to carbon monoxide poisoning which started when oil 
gasification replaced coal carbonisation. At the peak in 1963 some 1,300 fatalities 
were recorded as due to carbon monoxide poisoning. This figure was reduced to 
120 in 1972. Included in this total in 1972 there was only 1 fatality due to leakage 
from broken mains and service pipes. The recent trend of these fatalities is set out 
in Table I. With the completion of conversion of the towns gas system to natural 
gas all fatalities from unburnt gas will be eliminated as natural gas is not toxic. 


Table I : Accidental Deaths from Town Gas Poisoning Escapes from Mains and Services 



Number of 


Fatalities 

1966 

14 

1967 

14 

1968 

14 

1969 

9 

1970 

9 

1971 

3 

1972 (provisional) 

1 


2. Explosions 

The explosions referred to in this paragraph are those involving a fatal casualty 
orextensive damage, i.e., over £100. Incidents on the district involving explosions 
have only recently been recorded centrally for the whole industry. It is not possible, 
therefore, to give accurate statistics for the ear 1962 (Cf. Question 389). Table II 
gives the position for the calendar years 1966 to 1972. 
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Although the number of incidents recorded in natural gas areas in 1972 is higher 
than in the previous years, while the town gas incidents have declined in number 
it has to be remembered that these statistics are influenced by the progress of 
conversion. The effect of conversion is indicated by the gas sales set out in 
Tabie III. 


Table III : Sales of Natural Gas and Town Gas in the seven calander years were. 



Natural Gas 

Town Gas 

Total 

1966 


( million therms ) 
3,685 

3,685 

3967 

3 

3,983 

3,986 

1968 

91 

4,352 

4,443 

1969 

464 

4,536 

5,000 

1970 

1,514 

4,266 

5,780 

1971 

3,994 

3,526 

7,520 

1972 

7,200(p) 

2,300(p) 

9,500fp) 


(p) — provisional 

Perhaps more direct statistics in this context are the number of incidents Der 
10.000 miles of main. 


Table IV: Rate of Incidents per 10,000 Miles of Main. 



Natural Gas 

Town Gas 

1966 



1 

1967 



1 

1968 



9 

1969 

7* 

3 

1970 

2 

1 

1971 

2 

2 

1972 

3 

2 


All Gas 


1UL1UDUVWU 

commencement of conversion. 


3. Fires 

The relative safety of gas as a fuel can be put in perspective by considering the 
Fire Research Station’s statistics of sources of fires other than in buildings. These 
are summarised in Table V. 


Table VI : Sources of Ignition of Fires not in Buildings ( United Kingdom) 



1964 

1965 

1966 

1967 

1968 

1969 

1970 

Gas installations ... 



(number of fires) 



152 

160 

92 

89 

76 

94 

23 

Electricinstallations 
Other fuels (Solid 

5,342 

5,499 

6,116 

6,120 

6,960 

7,338 

7,605 

fuel, Oil, L.P.G.) 
All other sources 

5,798 

5,398 

4,366 

6,191 

6,692 

6,916 

7,022 

(inc. miscellaneous) 

106,008 

84,813 

65,317 

86,163 

96,984 

126,272 

143,586 

Total (not in build- 








ings) 

117,300 

95,870 

76,891 

98,563 

110,712 

140,620 

158,236 


Not only do these figures show how insignificant are gas installations as a source 
of ignition of fires but they also show a reduction in fires attributed to gas over the 
period covered by these statistics. 
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APPENDIX 8 

M'AJOR CAPITAL INVESTMENT PROGRAMME 


Memorandum submitted by the South of Scotland Electricity Board 


Introduction 

1. The South of Scotland Electricity Board (the Board) was established by the 
Electricity Reorganisation (Scotland) Act, 1954. It is an autonomous body responsible 
for the three basic aspects of electricity supply, namely generation, main trans- 
mission and distribution. The Board is therefore an all-purpose undertaking 
operating 14 steam stations, 1 nuclear and 7 hydro-electric stations. The Board’s 
District extends to 8,160 square miles and has a population of about 4 million 
persons. This District is divided, for the distribution of electricity into 3 Areas 
and 18 managed Districts. The Board employs 14,000 staff and in 1971-72 sold 
16,108 million units of electricity. 

2. Under the Electricity (Scotland) Acts 1943 to 1972 the Board have statutory 
obligations directly affecting capital investment. They are responsible for initiating 
and undertaking development of all further means of generation of electricity in 
their District ; they have the duty so far as practicable to plan and carry out an 
efficient and economical distribution of supplies of electricity to persons in that 
District ; and they must also develop all further means of generation of electricity 
in their District. Under these acts the Board must submit to the Secretary of State 
for Scotland for his approval their long-term development plans and must obtain 
his consent and approval of the Treasury to the money to be borrowed by the 
Board. 

3. Under the Electricity Supply Acts the Board are obliged to give and to continue 
to give a supply of electricity to any premises situated within 50 yards of a distributing 
electricity mains and to furnish and lay any electric lines necessary to supply the 
electricity. These Acts and regulations made under them also lay down conditions 
as to the standard of supply to be provided, e.g., frequency and voltage of supply, 
accuracy o'f meters, etc. In this situation expenditure on new generation, transmission, 
distribution and other assets becomes obligatory. The amount spent is however 
dependent first on the growth of electricity load for which provision has to be made 
and second on decisions about achieving the most economical arrangements and 
the most advantageous timing. 


Overall control 

4. Overall Governmental control of the Board's capital investment is achieved by 
a continuing process of examination. At the beginning of February each year the 
Board provide the Scottish Development Department with details of their annual 
capital investment programme for the current year and for the five years ahead. 
This programme is the subject of detailed discussion between the Board’s officers 
and officials of the Treasury and Scottish Development Department and thereafter 
becomes part of the Public Expenditure Survey carried out each year by the 
Government. The process of examination and scrutiny culminates in the Board 
receiving approval from the Secretary of State of a capital investment programme 
for the succeeding year and provisional approval for the year following with any 
qualifications, amendments or conditions deemed necessary by the Government. 
A statutory limitation is imposed on the Board (in this case, jointly with the North 
of Scotland Hydro-Electric Board) as to the total amount of money to be borrowed 
by the Board and periodically as these powers become exhausted a further Act or 
Order of Parliament is required to extend them. On these occasions any aspect 
of the Board’s conduct of affairs can be debated. Present borrowing powers of the 
two Boards jointly are set out in the Electricity Act 1972 and are limited to 
£950 million and can be extended by order to £1,200 million. 
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5. At 31st March, 1972, total investment 
£800 million, consisting of : — 


by S.S.E.B. in fixed assets amounted to 


Generation 

Operational power stations 

Longannet (coal) 

Cockenzie (coal) 

Kincardine (coal) 

Hunterston ‘ A ’ (nuclear) 

Other stations (coal, oil, slurry, hydro) 


Power stations under construction 
Hunterston ‘ B ’ (nuclear) 
Inverkip (oil) 


Transmission 

Distribution and Other ... 


Installed capacity 


C megawatts ) 

£m 

f m 

1,800* 

1,200 

760 

360 

1,600 

5,720 

112-6 

56-5 

36-7 

76-4 

70-2 

352-4 



1,320 

1,980 

3,300 

101-2 

19-1 

120-3 






472-7 

96-1 

231-2 


800-0 


*2,400 MW. from May 1972. 


The scale of annual capital investment is demonstrated by the expected 

spending 

this year and next: — 

1972-73 

1973-74 


£m 

£m 

Power stations under construction 

56-7 

42-4 

Modifications to existing stations 

2-8 

3-9 

Conversion of stations from coal burning 

— 

2-2 


59-5 

48-5 

Transmission system 

6-9 

10-8 

Distribution system 

New business 

6-5 

6-9 

Reinforcement 

7-0 

8-8 

Other (vehicles, furniture, office machinery, etc.) 

1-5 

2-7 


81-4 

77-7 


6. Before the construction of power stations start the specific consent of the 
Secretary of State for Scotland under Section 2 of the Electric Lighting Act 1909 
is necessary and this consent covers not only permission to build in the particular 
site concerned, but also the fuel to be used in the station ; if there are unresolved 
objections, the Secretary of State may hold a Public Inquiry before giving a decision. 
Similar consent is required for proposals to change from one fuel to another at an 
existing station. 


Overall performance 

7. Because of the essential nature of most of the capital investment in electricity 
supply, decisions on capital projects mainly concern the timing of the project and in 
the case of power stations die fuel to be proposed and choosing between different 
ways of carrying out the project. The whole of the Board’s supply network is 
fully interconnected and power stations are operated in fuel cost merit order so that 
394416 N 
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the economic advantages of the most efficient stations are fully exploited, it * ^ 
meaningful, therefore, to ascribe costs to, or try to calculate income arising f ron T 
single power station investment in isolation. The operation of that station ^ 
affect the operation of other power stations on the system. It is necessary there 
fore, to calculate and compare the respective total system costs as they would h 
under the different choices open for adoption. The selection made from tM 1 
appraisal is the station which will result in the lowest system costs in total, h 
coming to decisions on power station investment, therefore, the considerations are 
electricity sales forecasting both nationally and locally, availability and timing of 
new plant, security of supply and minimising of costs, complemented by overall 
return on capital employed in the Board’s business. In looking ahead, and makics 
choices between coal, oil and nuclear generation, the Board must have regard also 
to the need for flexibility in their fuel options. 

8. In a situation such as is outlined above, in which the individual components 
do not lend themselves to complete financial measurement, overall performance is 
of great significance. It presupposes, however, the ability to adopt proper pricing 
policies for the product, in this instance, electricity. Successive Governments have 
subscribed to the policy of proper pricing because to deviate from this leads to 
distortions in capital investment and these views have been set out in detail in the 
White Papers on Financial and Economic Objectives of the Nationalised Industries 
(Cmnds. 1337 and 3437). The Board agree with the principles and objectives of * 
these White Papers but in recent years, as a result of Government policy and 
action, have been forced into a situation in which they are operating at a loss ; the 
relationship between costs and prices has become distorted, and reserves are too 
low. This position has arisen from a number of causes. For many years the price 
of coal (at present the basis of 55 per cent, of the Board’s generated output) has 
been not only higher than oil but also raised by the application of selective coal- 
field increases. Moreover, particularly severe coal price increases have been im- 
posed in the last three years — 10 per cent, in January, 1970, 16 per cent, in Novem- 
ber, 1970, 10 per cent, in April, 1971, and 74 per cent, in March, 1972 — but the 
Government delayed and restricted the reflection into tariffs of the part of these 
cost increases which the Board could not contain through improved efficiency and 
cost savings. Tariffs are now subject to more formal control under the current 
price restraint provisions. The Board reported losses in 1970-71 and 1971-72 and 
are concerned not only at the present distortion of the cost /price relationship and 
low level of their reserves but also at their inability to generate a satisfactory con- 
tribution from internal resources to meet their large capital investment programme. 

Sales forecasting 

9. For capital investment decision-making purposes, the important aspect of 
electricity sales forecasting is to estimate the annual maximum half-hourly demand 
for electricity for up ,to seven years ahead. These forecasts are an amalgam of esti- 
mates prepared in the Board’s three distribution areas on the basis of local know- 
ledge and of overall estimates constructed by econometric methods taking account 
of economic factors such as growth of Gross Domestic Product and Index of In- 
dustrial Production, competitive position of electricity prices compared with other 
'fuels and prospective sales of the various kinds of electricity-using appliances. In 
making load growth forecasts based on economic assumptions the board have regard 
to historic trends of electricity growth, but also carry out load research surveys to 
ascertain up-to-date information about the use of electricity based on market 
research investigations. The most significant element in demand forecasting is, 
however, the assumption about national economic growth and its impact on the 
Scottish economy. 

Power stations 

10. In planning new power stations, the Board act in conjunction with the 
North of Scotland Hydro-Electric Board. For new stations, the two Boards plan 
jointly with the aim of obtaining a generating system which will produce the best 
results for Scotland as a whole. To achieve this aim, joint studies are earned 
out taking as a starting point the demand forecasts for Scotland and the existing 
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generating stations. To the forecasts is added an allowance, in the region of 20 
per cent, to cater for — 

(а) some generating plant being unavailable at the time of peak demand ; 

(б) the risk of more severe weather at peak periods than allowed for in' the 
demand forecasts which assume average cold spell conditions ; and 

(c) the risk of error in the demand forecasts. 

After allowing for scrapping of old plant, the adjusted figures indicate the amount 
of new plant likely to be required in the years ahead so as to meet consumers’ 
electricity requirements with a suitable degree of security of supply. Thereafter 
detailed examination, aided by computer calculations, is made into possible combina- 
tions of new plant to identify the arrangement which will provide electricity most 
cheaply. These studies thus involved considerations of types of plant likely to be 
available, the size of generating units, fuel to be used in these units and the avail- 
ability and likely price of such fuels, availability of sites and construction costs The 
selection of a power station site involves a process of consultation beginning with 
Local Planning Authorities and extending to include the Regional Planning Officer 
of the Scottish Development Department, the Secretary of State’s Amenity Com- 
mittee, the Royal Fine Art Commission, the Countryside Commission for Scot- 
land and other bodies concerned with amenity and environmental problems. 

11. The Board operates a fully interconnected grid system which is also con- 
nected to the much larger C.E.G.B. grid system and also to the North of Scotland 
Board system. Generating plant is operated by running the most effective and 
economical plant to its maximum and the whole operation of generating plant and 
interchange of power is carried out so as to achieve maximum benefit on the 
whole interconnected grid system. Calculation of the correct relative proportions 
of the types of plant is basic to minimisation of system costs and it is clear therefore 
that each investment decision about the next generating plant must have regard to 
the age, capacity, capital and operating costs of the existing stock of generation 
assets. On the basis of these studies, proposals are made about the type, timing, 
and siting of -the next station in a joint report to both Boards, and when decisions 
are reached application is made for consent by the Secretary of State. 

12. Conversion of existing stations from coal burning has resulted until now 
from two main pressures. The stations concerned have been stations with problems 
of grit emission giving rise to complaints from people in the neighbourhood and 
pressure from the Alkali Inspectorate. Also, coal, particularly Scottish coal, is, 
and has been for some time, dearer than oil, and clear financial justification can 
be made for conversions, e.g. studies have brought out returns of 50 per cent, per 
annum and more on the capital to be spent on a conversion. Application is made 
on the basis of such studies to the Secretary of State for consent to the conversion. 
At 3 1st March, 1972, 597 MW. of present capacity was represented by 4 power 
stations converted or partially converted from coal to oil. This represents 10 per 
cent, of the Board’s total capacity. 

T ransmission 

13. New investment in transmission lines is required for three main reasons — 
to connect new power stations into the transmission network, to reinforce or extend 
this system which is designed to facilitate the transfer of blocks of power from 
power stations to the centres where electricity is required and to provide bulk supply 
points to supply electricity to the distribution system. In the main this investment 
is also carried out on the basis of cost minimisation. Detailed power system studies 
are made to determine where and when investment is required and continuing 
investigations are made into methods of construction and equipment available to 
give the best result. In some instances alternatives are available ; for example, 
different types of equipment with differing characteristics can be used or on occa- 
sion cost savings can be achieved by making the investment earlier than is necessary 
for load transfer reasons. In these circumstances, the alternatives are appraised 
by discounted cash flow techniques using the test discount rate of 10 per cent, 
stipulated by the Government for use in such appraisals. Having decided upon 
the need for a particular transmission investment, the Board are then faced with 
considerations of amenity, landscaping and the obtaining of wayleaves and planning 
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consent in deciding the route of the overhead lines and can be faced with Public 
Inquiries into transmission projects. Great care is taken in the selection of routes 
and expert advice is taken from landscape and agricultural consultants retained 
by the Board and from bodies such as the Secretary of State’s Amenity Com- 
mittee, Local Planning Authorities, the Countryside Commission for Scotland and, 
depending on circumstances, other Government Departments such as Defence, Civil 
Aviation, etc. 

Distribution and other 

14. The next stage in taking electricity to the consumer is the distribution network 
which starts at the bulk supply points and ends at the meters in consumers' 
premises. By its nature, therefore, new investment in distribution is made up of a 
comparatively large number of individual projects of comparatively short construc- 
tion time ; it comprises two main categories. Expenditure made necessary by new 
business, such as new housing schemes, new factories, and the like is the first cate- 
gory, and the second is reinforcement of the existing network to meet general growth 
in demand by consumers. Because most of this expenditure is essential the Board 
concentrate on minimising cost by laying down standards of timing, construction 
methods and security of supply. New business is listed from continuous liaison 
with local authorities and developers to ascertain the extent and timing of housing 
and other construction programmes and from contacts with, or approaches from 
industrialists. Increasingly, account must be taken of urban redevelopment in 
planning and carrying out distribution expenditure. Extensive reconstruction pro- 
grammes require the re-planning of city networks to provide supplies to new 
developments while maintaining supplies to existing premises and it should be noted 
that redevelopment often involves the transfer of load, with additional distribution 
investment, for little increase in business or income. The need for reinforcement 
expenditure is derived from continuous monitoring of the distribution network. 
Computers now enable the mass of data obtained from load information to be 
analysed more satisfactorily. The nature of distribution investment allows wide use 
to be made of standard technical appraisal methods. Design manuals cover network 
extension and reinforcement, substation design and selection of cable sizes. Measures 
of planning efficiency have been derived and the entire range of distribution invest- 
ment is subject to examination by an engineering audit procedure. The same 
considerations as for transmission apply with regard to the use of the test discount 
rate. Similarly, considerations affecting amenity, wayleaves, etc., are taken into 
account as appropriate to distribution schemes. In considering schemes for new 
business, wherever possible these projects are tested by the application of standards 
such as the cost of connection per house and so on ; any project with a higher 
than average cost is subject to particular scrutiny. Where appropriate a contribution 
towards the capital cost of connection is obtained from the new consumer or 
developer. 

15. Other investment entered into from time to time by the Board consists of 
such things as new showrooms, offices, stores, garages, workshops and the purchase 
of computer equipment. These are usually amenable to the normal processes of 
investment appraisal available to select the most attractive alternative. 

Delegation of authority and control of expenditure 

16. Because of the large number of individual projects initiated each year 
ranging from major schemes costing millions of pounds and stretching over several 
years to schemes of small value and short duration, the Board have delegated to 
senior officials some authority to incur capital investment and power to let contracts. 
These delegated powers are based on laid-down limits and are subject to detailed 
conditions. Spending on all capital projects is closely monitored and controlled. 
No expenditure may be committed until authorisation has been obtained. Costs 
are recorded against individual projects, except for very small jobs for which 
bulk costing techniques are employed, and regular reports are made to appropriate 
management levels comparing costs with budgets. Strict rules apply when it appeals 
that final expenditure is likely to exceed authorisation. When this occurs, procedures 
demand that an immediate report and re-estimate are prepared and the project 
is submitted for re-authorisation. In order that responsibility is clearly fixed, a 
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nominated individual is appointed to control each job and it is his responsibility 
to ensure that proper control is exercised. A regular reporting system ensures 
that progress against authorisation is reported, both in regard to individual jobs 
and total spending, to the Board and to appropriate levels of management. When 
schemes are completed there is also a system of reporting the costs of individual 
projects with detailed reasons being required where authorised costs have been 
exceeded. Written rules and conditions for authorising investment, control of 
contracts, tender procedure and evaluation have been provided to senior officials 
to whom powers have been delegated. An important feature of the control system 
is to identify methods of further improving appraisal systems and techniques. 

2Sr/i February, 1973. 


APPENDIX 9 

NATIONALISED INDUSTRY STATISTICS 1966-67 AND 1971-72 
Note by H.M. Treasury 

1. When the Chief Secretary to the Treasury gave evidence to the sub-committee 
on 20th lune, we were asked to provide a note on the comparisons that could be 
made between Table 1 of the memorandum on basic statistics published in Volume 
III of the Select Committee’s Report on Ministerial Control of the Nationalised 
Industries (HC371) and the similar table for 1971-72 which we submitted to the 
sub-committee during their current enquiry. The earlier Table related to 1966-67. 

2. In general, the statistics in the two tables have been compiled on a similar 
basis and are comparable. However, as implied in the sub-committee’s request 
for a further note, a number of complications must be taken into account: 

(a) changes in the structure and extent of the nationalised sector during 
the period 1966-67 to 1971-72 ; 

( b ) capital reconstructions and write-offs during the period ; and 

(c) different levels of subsidy on current account payable in each of the two 
years (subsidies in intervening years do not, of course, affect the compari- 
sons). 

The following paragraphs deal briefly with each of these. 

Changes in Structure and Extent of Nationalised Sector 
between 1966-67 and 1971-72 

3. The iron and steel industry was re-nationalised in 1967 under the Iron and 
Steel Act 1967. 

4. Under the Transport (London) Act, 1969 all the property of the London 
Transport Board, except that used for country buses and coaches, was transferred 
to the London Transport Executive under the control of the Greater London 
Council. 

5. The part of the assets of the London Transport Board used in the provision 
of country bus and coach services was transferred under the Transport (London) 
Act 1969 to a subsidiary of the National Bus Company. 

6. Many of the transport undertakings were re-organised under the Transport 
Act 1968 when the Transport Holding Company was broken up. They were: — 

(i) The National Bus Company, to which were transferred the assets formerly 
held by the Transport Holding Company ; the British Electric Traction 
Group of bus companies in England and Wales, whose acquisition by the 
Transport Holding Company was completed in March, 1968 ; and the 
country bus and coach services of London Transport. 

(ii) The Scottish Transport Group, comprising the bus holdings of the Trans- 
port Holding Company in Scotland, David Macbrayne Ltd, and the interest 
formerly owned by the British Railways Board in the Caledonian Steam 
Packet Company Ltd. 
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(iii) The National Freight Corporation, to which were transferred the freight 
and parcel carrying companies of the Transport Holding Company and, 
from the British Railways Board, National Carriers Ltd., the Board’s 
interest in Tartan Arrow Services (Holdings) Ltd., and a 51 per cent, 
interest in Freightliners Ltd. 


Capital Re-Construction and Write-Offs in period 1966-67 to 1971-72 

7. The following amounts were written off from the capital debt of the 
nationalised industries during the relevant period : 

£m 

31st December, 1968 British Railways Board 1,262-1 

31st December, 1968 British Waterways Board 15-5 

The write off of the capital debt of the B.R.B. included £705 million suspended 
under the Transport Act 1962. 

8. In addition to the above, £269-8 million of the capital debt of the London 
Transport Board was written off on 1st January, 1970, on transfer of the under- 
taking to the London Transport Executive and the National Bus Company. 


Subsidies 

9. The following subsidies were paid towards deficits on revenue account in 
1966-67 and 1971-72. We should, however, point out that the figures of net in- 
come in the tables do not take account of those subsidies and are therefore un- 


affected by changes in their level. 


National Coal Board 
British Railways Board*... 
London Transport Board* 
British Waterways Board* 
‘Amounts for calendar years 


im 

1966-67 1971-72 

100 

134-7 — 

5-9 — 

1-5 2-5* 


In addition, grants have been made since 1966-67 for a number of services provi- 
ded by the industries at Government request, and which are regarded as not being 
in their commercial interest. The details are set out in the reply to a Question 
by Mr. Meacher on 24th May, 1973 (Official Report WA 112-114). 

H.M. TREASURY 
July, 1973 


APPENDIX 10 

RECENT DEVELOPMENTS IN INVESTMENT APPRAISAL 
Memorandum submitted by the Treasury 

1. When we gave oral evidence on 4th April, the Sub-Committee asked us for a 
brief note summarising recent developments on 

(a) the test discount rate ; 

(b) risk and uncertainty in investment appraisal ; and 

(c) the time horizon of investment planning. 

Test Discount Rate 

2. As noted in the memorandum we submitted to the Sub-Committee in January, 
the test discount rate (T.D.R.) recommended for us by public sector bodies was 
increased from 8 per cent, to 10 per cent, in 1969. This change was occasioned 
partly by evidence that concerns in the private sector looked for a return on 
marginal low-risk investment equivalent to a pre-tax rate of 10 per cent, in real 
terms, and partly by the view that there was likely to be a shortage of investible 
resources lasting for some time. 

3. As stated in oral evidence to the Sub-Committee, the recent review^ of the 
T.D.R. has disclosed no reason for supposing that private sector companies now 
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aim at a lower rate of return. Although pressure on resources has recently been 
lower than in 1969, it is Government policy to encourage rapid economic growth • 
and the T.D.R. is in any event not a suitable instrument of counter-cyclical policy! 

4. There has therefore been no change in the recommended rate. 

Risk and Uncertainty 

5. Although it has always been part of good investment appraisal technique to 
consider the risks involved in a project, recent assessments of investment pro- 
grammes have devoted more detailed and specific examination to this aspect and 
to the formulation of a “ robust ” strategy, that is, a strategy not unduly vulnerable 
to departures of key variables from central forecasts. Examples of this are: 

(a) the British Steel Corporation’s recently announced development programme, 
in which considerable effort has been devoted to maintaining flexibility of 
response to changing circumstances ; 

(b) the policy for the coal industry underlying the Coal Industry Act 1973, 
which seeks to avoid, on the one hand, maintenance of the coal industry 
at a level u nlik ely to be economically justified and, on the other, an 
excessively rapid rundown, which (quite apart from social consequences) 
would make the U.K. dangerously dependent on imported oil ; and 

(c) when power station projects are appraised, tests are made of the sensitivity 
of results to changes in the main assumptions. 

Time Horizon 

6. Although the 5 -year period covered by investment reviews has never prevented 
longer-term forecasts — indeed, the electricity supply industry plans its investment 
in generating plant mainly by reference to expected demand in the 6th winter ahead 
— the development of corporate plans, which will be prepared against the background 
of prospects up to 10 years or more in the future, will encourage the adoption of 
a longer time-horizon. But it will still remain important, as noted in paragraph 5 
above, to retain flexibility in programmes as far as possible, and not to become 
prematurely committed to a particular view of the future or a particular pattern 
of expenditure. 

June, 1973. 


APPENDIX 11 

PNEUMOCONIOSIS IN BRITISH COAL MINES 
Memorandum submitted by the National Coal Board 

1. The prevention of pneumoconiosis has three main aspects — medical, environ- 
mental monitoring, and engineering control of dust — these will be discussed in 
sequence. 

Medical Aspects 

Evolution of the Pneumoconiosis Problem 

2. It is not possible to grasp the essence of the pneumoconiosis problem without 
some background knowledge. In the past pneumoconiosis has arisen when mining 
methods have produced dust in quantities too large to be diluted by ventilation 
or reduced by dust suppression techniques. In the early decades of the last century 
chest disease in coal miners caused much concern. With improved ventilation of 
the mines the problem disappeared only to recur in the 1920’s particularly in 
South Wales, where it was described as silicosis. Then coal cutting was being 
mechanised on a large scale and in many cases the miner’s environment was grossly 
polluted by dust. About this time Dr. J. S. Haldane, of Oxford University, the 
principal medical authority on mining hazards in this country, expressed his views 
on dust disease as follows: 

“ Neither the Registrar-General’s statistics nor any other evidence whatsoever 
shows that any class of work in coal-mining is subject to risk from silicosis 
except under very exceptional conditions that can be guarded against effectively. 
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Nor is there any clear evidence that dust-inhalation by coal-miners is an 
ordinary cause of either bronchitis or pneumonia among them, although it 
seems practically certain that excessive inhalation of coal-dust or shale-dust 
must cause bronchitis, and ought therefore to be avoided.” 

3 This rather ambivalent statement was widely interpreted as meaning “a little 
dust is good for you ” and gave no encouragement to the early efforts of the mining 
engineers to reduce the dust. 

The Medical Research Council ( M.R.C .) Investigations 

4. By the mid-1930’s the steep rise in annual certifications of new cases of 
silicosis, especially in South Wales, disturbed public opinion to such an extent 
that the Home Office and the Mines Department asked the M.R.C. to investigate 
the problem of chronic lung disease in coal miners. 

5. This investigation, classical in quality, lasted from 1937 to 1942. Haldane’s 
view that true silicosis was comparatively rare was borne out, not surprisingly as 
silicosis only arises after inhalation of dust, rich in silicon dioxide (Si0 2 ), and 
would be expected to occur only in the minority of miners engaged on work in 
sandstone rock. On the other hand the M.R.C. investigation showed that many 
miners had radiological abnormalities in their lungs and that some of these men 
were disabled. This condition they called “ coalworkers pneumoconiosis ”, the term 
currently in use. 

6. The M.R.C. team studied the dust in a series of South Wales mines both 
quantitatively and qualitatively and on the basis of conditions prevailing at low 
prevalence collieries recommended certain dust standards which, if not exceeded, 
would establish a reasonably safe working environment (approved conditions) for 
men with pneumoconiosis. 

7. As a result of the M.R.C. studies the compensation law was amended to 
include pneumoconiosis as well as silicosis. In 194S the annual certifications rose 
to nearly 6,000 cases from the previous level of about 1,000. At first all certified 
men were required to leavei the industry, though many were still quite fit. 

8. After their investigation was completed the M.R.C. set up their Pneumoconiosis 
Research Unit in Cardiff, which in later years did a great deal to establish the 
natural history of pneumoconiosis. 

After Nationalisation 

9. The unification of the industry in a single organisation made it much easier 
to deal effectively with the pneumoconiosis problem in accordance with its obligation 
for safety, health and welfare under the Nationalisation Act. 

10. One of the first difficulties encountered by the Board was the socio-economic 
distress of large numbers of unemployed miners who were fit to work but who 
had received compensation because of an abnormal chest X-ray and had been 
required to leave mining. In 1948, by which time the Board had an embryo 
medical service, it was agreed that compensated miners could be re-employed under- 
ground in “ approved conditions ” provided an N.C.B. doctor found them fit. 
In consequence in South Wales alone the number of unemployed miners dropped 
from about 5,000 in 1947 to 650 in 1954. 

11. The Board at an early stage declared its intention to establish “approved” 
conditions universally underground so as to afford a measure of protection to all 
miners whether or not they had pneumoconiosis. 

The Periodic X-Ray ( P.X.R .) Scheme 

12. Soon after nationalisation the Board introduced chest X-ray examinations for 
all new entrants. In the course of their early medical research programme experience 
was gained of the use of specially constructed mobile X-ray units to obtain full 
size chest X-Tay films of high quality. By 1959 it was feasible to introduce periodic 
(5-yearly) chest X-ray examinations for all mineworkers and the P.X.R. Scheme 
was introduced on a voluntary basis with the agreement of the Trade Unions. 
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About one-fifth of the collieries were surveyed each year. The target for the scheme 
was set at a “ cover ” in excess of 80 per cent. At the outset this was achieved 
and currently the miners' response is about 92 per cent. 

13. The P.X.R. Scheme prevalence figures from 1959 to 1971 at the collieries 
still in operation are shown in Figure 1. It should be noted that the same collieries 
are surveyed every five years and thus comparison should be made between 
prevalence in 1959, 1964 and 1969 et seq. As the Figure includes all categories 
of pneumoconiosis, some mention of categories has to be made at this juncture. 

14. The early International Labour Office classification which, with some modifica- 
tion, is still in use, divides pneumoconiosis into the common form, simple pneumo- 
coniosis, in which many small opacities are visible on the X-ray films, and the 
rarer form— complicated pneumoconiosis, which supervenes on simple pneumo- 
coniosis and is characterised by the development of one or more masses of scar 
tissue in the lungs. Simple pneumoconiosis is categorised thus t 

Category 0 = normal X-ray. 

Category 1 = very early simple pneumoconiosis. 

Category 2 = established simple pneumoconiosis. 

Category 3 = advanced simple pneumoconiosis. 

15. As in contemporary mining conditions pneumoconiosis takes many years to 
develop it is obviously age linked, i.e., as pneumoconiosis is found mainly in the 
older miners, a change in the average age of the mining population would affect 
prevalence figures (e.g., those in Figure 1) even if dust conditions remain the same. 
To overcome this difficulty we analyse prevalence by age groups. Table I shows 
changes in prevalence by age and coalfield of all categories of pneumoconiosis in 
the years 1961, 1966 and 1971, and Table II gives the same information for 
Categories 2 and above. Similar trends are apparent in the decades ending in 
1970 and 1969. 

16. The salient point in Figure 1 and Tables I and II is the steady decline in 
prevalence of pneumoconiosis, particularly among the younger miners. 

17. Although virtually all mining countries carry out periodic X-ray examinations 
of miners only Great Britain publishes comparable statistics. Thus international 
comparisons which might have been helpful in the cause of prevention cannot be 
nade. Recent information obtained informally from France indicates a prevalence 
imong working miners about four times greater than that in Great Britain. 

Research 

18. When the Board adopted the dust standards originally recommended by the 
Medical Research Council their empirical nature was recognised. The need for 
long term research relating the evolution of pneumoconiosis to dust concentrations 
systematically measured both quantitatively and qualitatively was recognised. The 
Board undertook to conduct this research (subsequently the Pneumoconiosis Field 
Research — P.F.R.) at the request of the National loint Pneumoconiosis Committee, 
and this research, which still continues, was carried out at 25 collieries which 
collectively represent the full range of environmental conditions underground, from 
1953 onwards. By 1968 the research had shown — 

(а) that the M.R.C. standards, which were based on counts of respirable dust 
particles related poorly to the development of pneumoconiosis ; 

(б) that the development of pneumoconiosis was closely related to dust concen- 
trations measured gravimetrically, i.e., in terms of the mass of the respirable 
particles rather than their number ; 

(c) that gravimetric standards could be established which would greatly reduce 
the probability of developing pneumoconiosis in the miners’ working life. 

19. In consequence new gravimetric dust standards were introduced in tbe coal 
mining industry in 1970. These in time should greatly reduce the scale of the 
pneumoconiosis problem. 

20. Research by the Institute of Occupational Medicine, established by the Board 
in Edinburgh, and by the M.R.C.’s Pneumoconiosis Research Unit at Cardiff, has 
thrown much new light on the natural history of pneumoconiosis. It has shown 
that simple pneumoconiosis by itself causes little disability and has little effect oo 
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the expectation of life. Complicated pneumoconiosis on the other hand, both 
disables and shortens life when it reaches an advanced stage. Though it is not 
directly related to past dust exposure, the more advanced simple pneumoconiosis 
becomes the more likely is it that complicated pneumoconiosis will supervene. 

21 Recent research at the Institute of Occupational Medicine has established a 
long term relationship between measured dust exposure and loss of lung function 
attributable to bronchitis. Surprisingly perhaps the most important cause of loss of 
lung function was age. Heavy dust exposure in past years and cigarette smoking 
both contributed significantly to the loss of lung function. The effects of other 
causes of bronchitis, e.g., general atmospheric pollution, could not be identified. 

22. The most encouraging result to emerge from this research was the finding 
that men who had been employed in conditions where their dust exposure fell 
within the new dust standards for pneumoconiosis showed, in general, no clinical 
detectable loss of lung function resulting from work in these conditions. 

Compensation 

23. Since 1948 pneumoconiosis has been compensated by the Ministry of National 
Insurance (later the Department of Health and Social Security) with a pension 
varying in amount in accordance with the amount of disability. The medical pre- 
occupation with the X-ray appearance of pneumoconiosis influenced the evolution of 
the compensation scheme in that the X-ray picture bulked largely in the decision to 
compensate. Pneumoconiosis was diagnosed by Pneumoconiosis Medical Panels of 
the Ministry quite arbitrarily when the condition reached Category 2 of simple 
pneumoconiosis. Originally men with this X-ray appearance and no disability were 
certified as pneumoconiotics with disability less than 5 per cent. They received no 
pension unless disability developed later, but were advised to report "to the Panels 
every two years. They were also advised to ask the management to employ them 
either in dust free conditions on the surface or in “ approved ” conditions under- 
ground. As a result of Trade Union pressure the Ministry later certified these cases 
as pneumoconiosis with disability 10 per cent, or less and they received a pension 
at the 10 per cent. rate. This system is presently under review by a Committee of 
the Industrial Injuries Advisory Council. 

24. The total number of cases with all degrees of disability diagnosed in the 
coal mining industry (miners and ex-miners) since 1948 is shown in Figure 2. 
The annual rate per 1,000 men employed has fallen from a peak of about 7 in 
1956 to a figure of about 2, which has remained virtually static for the last five 
years. It will be appreciated that certification statistics depend on the miners’ 
willingness to claim compensation and that they are thus a much less reliable 
indicator of the amount of pneumoconiosis in the mining community than the 
P.X.R. results. In the last two years or so, prominence given to possible common 
law claims for pneumoconiosis may have artificially inflated the rate to some extent. 
In 1971 some 38,700 miners and ex-miners were drawing pensions, about 10,000 
fewer than in 1961. Approximately 50 per cent, of the pensioners were aged 65 
or more and about 40 per cent, were only nominally disabled (disability assessed at 
10 per cent, or less). 

The Progression Index 

25. Prevalence statistics, as in Figure 1 and Tables I and II, represent the result 
of dust conditions to which a particular community has been exposed over many 
years past. Except as a very long term guide to progress it is not particularly 
useful as an index of recent dust exposure and of the effectiveness of dust suppression 
in the shorter term. To meet this requirement a progression index was devised. 
The N.C.B. X-ray readers some years ago discovered that the I.L.O. classification 
of simple pneumoconiosis in Categories 0, 1, 2 and 3, which is comparatively crude, 
could be successfully extended into a 12 point scale was effectively dividing each 
Category into three parts. Thus a 12 point scale was produced, which can be 
used to indicate progression of pneumoconiosis (i.e., movement up the scale) 
between each quinquennial survey at collieries. The index was based on the men 
at highest risk, namely the face workers, and was expressed as the number of steps 
on the 12 point scale observed in the films of every 100 face workers. Thus an 
index of, say 3, could mean either, one man moving from the middle of Category 1 
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to the middle of Category 2, or three men moving from early Category 1 to the 
middle of Category 1. Obviously such an index has limitations, but it has proved 
broadly useful in comparing progress in dust suppression between individual 
collieries, between Areas, and as a monitor of the effect of dust suppression 
generally. 

26. National figures for the progression index in recent years are as follows: 

1964— 5-7 

1965— 6-6 

1966— 5-4 

1967— 5* 1 

1968— 7-5 

1969— 9-6 

1970— 88 

1971 — 11-3 

The rise since 1968 is unsatisfactory and may be attributed to the gradual increase 
in average dust concentrations which did not necessarily exceed the old dust 
standards, as a result of the surge iu productivity in the 1960’s. The effect of such 
an increase in mean concentrations could well continue for several years. 

27. Another factor to bear in mind is that X-ray techniques are steadily 
improving and that small degrees or progression are becoming easier to detect on 
the X^ray. A recent study of the P.X.R. reading has indicated that the progression 
index for the last three years may be slightly inflated for this reason though the 
trend is unaltered. 

Environmental Monitoring 

Factors Affecting Airborne Dust Standards 

28. Consideration has to be given to a number of factors when arriving at airborne 
dust standards: — 

(а) the necessity to decide whether it is best to measure the concentration of 
particles by number, by surface area or by mass, in what size range and 
whether and to what extent to distinguish between particles of different 
composition ; 

(б) the variability of the dust clouds in both space and time ; 

(c) the optimum sampling positions and sampling period ; 

id) the requirement that the sampling instruments and the methods used to 
evaluate the samples must be of sufficient accuracy and must be suitable 
for use on a massive scale ; 

(e) the results must be rendered in a form such that they can be used not only 
to monitor the general environment in which men work, but also to enable 
the effectiveness of specific dust suppression measures to be assessed ; 

(/) the standards must be based on the best available medical and mining 
information. 

Period 1948 to 1956 

29. The standards recommended by the N.J.P.C. in 1948 and spelt out in more 
detail in 1949 were : — 

(a) for coal dust clouds in anthracite collieries — not more than 650 particles 
per cubic centimetre (p.p.c.c.) between 1 and 5 microns’* in size ; 

(b) for coal dust clouds in other collieries — not more than 850 p.p.c.c. between 
1 and 5 microns in size ; 

(c) for stone drifts and hard headings in all collieries — not more than 450 p.p.c.c 
between 0-5 and 5 microns in size. 

30. The most stringent standard was specified for stone dust and the least 
stringent for coal dust. It was considered that stone dust was more harmful than 
anthracite dust and that anthracite dust was more harmful .than coal dust. The 
standards related to average levels during periods of maximum dustiness. The 
reference sampling instrument was the standard thermal precipitator*. Working 
places were sampled a minimum of once per annum, or more frequently as resources 
permitted. The concentrations were measured in terms of the number of p.p.c.c. 

*(See Glossary of Technical Terms in Table III) 
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because no suitable instruments were available for measuring mass, the preferred 
method at the time, or surface area of dust in the respirable size range. 

31. In 1949 there were only a few standard thermal precipitators* available and 
these were of a type not very suitable for routine use. It was 4 years before 
sufficient instruments of suitable design had been developed and were available in 
quantity. Initially it was therefore necessary to use inferential instruments (P.R.U. 
pumps* and Konimetem*) for assessing dust conditions. The standards were 
primarily intended to give guidance in determining “ approved dust conditions ” 
in connection with the employment underground of certified consenting pneumo- 
coniosis cases, although the attainment of these conditions generally in all mines 
was the ultimate objective. 

Period 1956 to 1965 

32. In 1956 the sampling and reporting procedures were modified to take account 
of experience gained since 1949: — 

(а) the sampling period, originally specified to coincide with the period of 
maximum dust production, had been variously interpreted and could not 
in practice be defined precisely. It was therefore decided that sampling 
should cover the whole period of active work during the shift, but should 
exclude periods of inactivity ; 

(б) the original standards did not take sufficient account of the day-to-day 
variations in dust concentrations. A sequential sampling procedure based 
on a statistical analysis of their variability was therefore introduced. This 
enabled places with dust concantraltions well above or below the standards to 
be classified from measurements on a single shift, whereas as those near 
the standards required further sampling. The system was intended to be 
equivalent to that in use prior to 1956. In practice it proved to be somewhat 
more stringent. 

Period 1965 to 1970 

33. During the period 1956 to 1965, a long running thermal precipitator (L.R.T.P.)* 
was designed by the Mining Research Establishment of the National Coal Board, 
given extended underground trial and was manufactured. The instrument was 
designed to sample continuously throughout a shift without attention. Measure- 
ment of the average dust concentration over a complete shift was by this time 
considered to give a better index of the dust hazard to which men were exposed 
than did the concentration over the period of maximum dust production. It was 
therefore decided to adopt the L.R.T.P. as the standard sampling instrument. The 
opportunity was taken to make changes in the sampling procedures and standards 
which experience had shown to be desirable: — 

(a) The numerical values for the standards were amended to take account 
of the change to full shift sampling. In particular the original standard 
of 850 ppcc became 700 ppcc ; the figure was arrived at from the results 
of extensive 'trials in all coalfields. The new standard proved to be more 
stringent. 

(b) The 0-5 to 1 micron particles were excluded in assessing stone drivages 
as it had been found that the number of these particles relative to those 
in the size range 1 to 5 microns placed undue emphasis on their contribution 
to the development of pneumoconiosis. The change in size range was taken 
into account in the revision of the standard from 450 ppcc which now 
became 250 ppcc for these places. 

(c) The sampling procedures were revised to take account of the changes that 
had taken place in mechanised mining. 

( d) The minimum sampling frequency which had hitherto been once per year 
for all working places was increased to once per six months for power 
loaded faces. In practice a greater frequency was generally achieved. 


•(See Glossary of Technical Terms in Table m) 
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Procedures from 1970 

34. Two developments had occurred by 1970 which made it both possible 

desirable to change to gravimetric standards: — ^ 

(a) The Pneumoconiosis Field Research Unit of the N.C.B. had established th 
the prevalence and progression of pneumoconiosis correlate much bett » 
with mass concentration of coal dust to which men are exposed than 25 
the concentration determined in terms of particle number count. Wlb 

(b) As a result of intensive research and field trials a gravimetric samnler* 
suitable for determining the mass concentration of dust in the respirabl 
range* designed by the Mining Research and Development Establishment 
of the N.C.B. had been successfully developed and manufactured. ° 

35. The N.J.P.C. in consequence proposed the following standards : — > 

(a) 8 milligrammes per cubic metre (mg/m 3 )** for working in coal. 

(b) 3 milligrammes for cubic metre (mg/m 3 ) for working in stone. 

These standards were adopted as from April 1970. 

The 8 mg/m 3 standard for working in coal was, as indicated, based on the 
most up-to-date results of medical research. The 3 mg/m 3 standard for working in 
stone bore the same numerical but arbitrary relationship to the 8 mg/m 3 standard 
for working in coal as the previous standard of 250 ppcc for stone did to the 1 
700 ppcc standard for coal. The 3 mg/m 3 standard was adopted pending further 
information being obtained on the importance of the free silica content of the 
stone dust. 

36. Two other improvements were introduced simultaneously with the introduc- 
tion of gravimetric sampling : — 

(a) The minimum sampling frequency for coal faces and for coal and stone 
drivages was increased to once per month. 

(b) The assessment of dust concentrations for coal faces and for coal and stone 
drivages was based on the mean of the monthly concentrations of the last 
three months. This has given a better measure of the dust concentrations 
at these working places and has also made the interpretation of results 
easier. 

37. The change from a 700 ppcc count assessment to a mass standard was not 
intended to and is, of course, not having a uniform effect throughout the coalfields. 
At collieries where the dust in the respirable range* is relatively coarse the mass 
concentration standard is proving, as expected, to be more stringent than the particle 
number count standard. 

38. At the time when it was introduced the 8 mg/m 3 standard was evaluated 
as being generally more stringent than the 700 ppcc standard. The following 
Table illustrates that this was so ; it also shows the improvement that has since 
been achieved by vigorous dust suppression measures. 

Coal Faces with Dust Concentrations Exceeding the Standards 





Coal Faces 


Date 

Dust Standard Applied 


Exceeding Standard 



Number 






Number 

Percent. 

March 1970 

700 ppcc 

1,080 

165 

15-3 

March 1970 

8 mg/m 3 

1,080 

229 

21-2 

December 1972 

8 mg/m 3 

937 

87 

9-2 


*(See Glossary of Technical Terms in Table III) 
♦♦Milligrams per cubic metre 


Printed image digitised by the University of Southampton Library Digitisation Unit 




SELECT COMMITTEE ON NATIONALISED INDUSTRIES (SUB-COMMITTEE B) 347 


39. The N.C.B. have recently put proposals for a new sampling scheme .to the 
D.T.I. which have been accepted. This scheme will either form a part of the new 
respirable airborne dust regulations or will be adopted voluntarily by the N.CB. 
The scheme requires 120,000 samples to be taken per annum compared with 40 000 
at present. 5 


40. A statistical analysis of the airborne dust sampling data obtained since the 
introduction of gravimetric sampling shows that 120,000 samnles is the optimum 
figure and that further effort above this amount would be unjustifiable and wasteful. 

41. The scheme relates the amount of sampling to the dust concentration Places 
with low dust concentrations will be sampled once per month ; places with higher 
dust concentrations five times per month ; places with very high dust concentrations 
five times per week. 


42. New features of the .scheme are that the sampling of intake roadways becomes 
mandatory and that samples from dnvages will in certain circumstances require to 
be analysed to determine the concentration of free silica. 


43. 500 further gravimetric sampling instruments have been ordered (the manu- 
facturer’s total production capacity to the end of this year (1973), though not all 
will be delivered by the end of the year). 


Engineering Control of Dust 

Research and Development and its Application 

44. Research into problems of dust control in the National Coal Board is centred 
on the Mining Research and Development Establishment (Bretby), and work in 
this field has continued since Nationalisation. In addition to the innovations 
resulting from this work, many techniques have been introduced by Management, 
by Dust Suppression Engineers, and by H.M. Inspectors of Mines in the coalfields.’ 
In addition numerous “ awards for inventions ” have been made to face workers 
and junior officials for improvements to dust suppression equipment. 

45. The main lines of research and development, and the resultant applications 
are described below. 

Dust Sampling 

46. The reason that a dust particle can enter the lungs is its low falling speed: 
gravimetric sampling instruments have been developed which select this “ respirable ” 
dust in an “ artificial nose ” on the sampling instrument. As a follow-up to the 
present standard gravimetric sampling instrument, a pre-programmed instrument 
collecting dust over 5 shifts, which can be left unattended for a number of days, 
is also under development. 

Dust Formation and Dispersion 

47. Study of dust production has shown that although this is an inevitable part 
of mining, a number of things can be done to reduce it Cutter picks must be 
sharp, take deep bites and be spaced wide apart : the N.C.B. “ large pick drum ” 
for shearer loaders is gaining increasing favour and gives a reduction of 25-30 per 
cent, in dust production compared with a convention drum. A reduction in pick 
speed has considerable effect on dust dispersion, and gearboxes allowing the use 
of slow cutting speeds when conditions are suitable, are coming into widespread 
use. Cutting in rock instead of in coal has been found to result in considerably 
more dust make, and this has led to the introduction of vertical steering designed 
to prevent the coal face machines from cutting into the roof or floor, both by 
adjustment of the cutting horizon of the whole machine using jacks on the under- 
frame and by movement of the cutting element (“ ranging drum shearers ”). 
Automated steering of machines using nucleonic sensing of the rock /coal boundary 
is also under development and is being applied underground. 

48. The advantages of containing dust to avoid its dispersion into the main 
ventilation are clear, and techniques such as the provision of “ ripping platforms ” 
at face ends, improved flushing shields behind face roof supports, and chutes and 
enclosures for conveyor transfer points are employed. 
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49. Improved standards of ventilation, regardless of methane dilution needs, are 
now accepted as a means of reducing respirable dust concentration, and note is 
taken of this in face and colliery planning. 

The Effective Use of Water 

50. Laboratory and field trials have shown that capture by water droplets of 
airborne respirable dust particles is ineffective, and that water, for maximum effect, 
must be used to stop dust becoming dispersed into the ventilation. Water feed to 
cutter picks on machines (resulting in about half the dust dispersion given when 
external sprays are used) is now being applied generally to coal face machines, 
and gradually to machines used for ripping the roadway at the end of the face 
and for driving “ headings ”. 

51 Recently a development in the Welsh coalfield has been the feed of water to 
he coal plough: resulting in significant reductions in dust dispersion from this 
device. 

52 Water infusion (the pumping of water into the coal before mining takes place) 
to some extent provides the same features as the direct feed of water to cutter 
picks but is ineffective when a “ fault ” on a face must be cut, or when some 
cutting in roof or floor is unavoidable (both common reasons for high dust make). 
The techniques of infusion for “ retreat ” roadways, developed from German and 
French work, is successfully employed in South Durham and Lancashire but for 
the most part, the very homogeueous, hard coals of the British coalfields result 
in successful water infusion being either impossible, or largely ineffective. However, 
whenever a new technique is available, it is tried, as for example in two Staffordshire 
mines recently, when a German firm, experienced in this work on the Continent, 
wasi unable to produce any effective results. 

53. Dust arising on transport systems has been found to be dealt with most 
effectively by applying water to the broken coal or rock as early as possible in its 

oumey. Dust remaining on the belts can be removed by scraper mechanisms, 

>r by the use of small volume “ bottom belt sprays 

54. The practice of consolidating roadway floors with hygroscopic salts is 
increasingly widely used, but the more general application of chemical additives 
such as wetting agents, has been examined thoroughly in the laboratory and under- 
ground over a number of years. Results have so far proved disappointing. Similarly 
the use of foam has proved unsuccessful for dust suppression on the coal face. 
However, a watch is constantly being kept for any technique which might give 
improved results. 

The Application of Exhaust Ventilation 

55. The removal of dust laden air from a mining machine, followed by filtration, 
provide a very effective method of dealing with the dust from machines driving 
headings. Both a “total exhaust system” in which air is drawn right out of the 
tunnel, and filtered before being fed into the main ventilation, and a special “ over- 
lap ” arrangement, in which forcing air is fed into the tunnel and a smaller volume 
exhaust ventilation and air cleaning system is connected to the machine itself, are 
in use. 

56. The use of exhaust ventilation for dealing with the dust on coal face 
machines is more difficult, since for this to be effective there must be protection 
of the dust source from the main ventilating air stream ; in addition there are 
problems of space, and the need for accessibility of the machine must be con- 
sidered. However, there is no doubt that exhaust ventilation and dust filtration 
will be used very much more widely in the future, and indeed the number of 
installations of this type is increasing constantly. 

Outstanding Problems 

57. As the concentration of machinery, and productivity, increase, without doubt 
dust control becomes more difficult, although there is evidence that over the past 
few years, by the application of the techniques described, dust concentrations have 
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been reduced significantly. Constant problems arise from the need to make equip- 
ment very reliable, and suitable for use in the cramped and essentially temporary 
conditions of coal mining. There is also the need to take into account the effects 
of the requirements for dust control on methane concentration, and on the tempera- 
ture and humidity of the mine. 

58. Good contacts are maintained with the research workers in the United States 
and in Europe, and efforts are always being made to apply techniques developed 
by workers in other coal industries. 

The Organisation of Dust Control 

59. Full time Colliery Dust Suppression Officers are in post at 168 pits, and in 
some areas Dust Combat Teams are available to deal with difficult dust control 
problems. The importance of planning the control of dust is fully recognised and 
Area Dust Suppression Engineers are involved in the design of production coal 
faces, and of colliery layouts. 

60. Technical committees advise on suitable dust control techniques (such as dust 
in intake roadways), standardisation of dust control equipment, and requirements 
for dust control equipment to be fitted by machine manufacturers. 

Training 

61. Training films, on respirable dust sampling and on “ roadway dust sampling " 
have been made ; three others on dust control techniques are in production. Hand- 
books on general dust control techniques and on dust suppression equipment have 
recently been issued. Following a National “ Destroy Dust ” campaign, articles 
have appeared in various N.C.B. literature such as “ Management News ”, “ Inbye ” 
and “ Coal News ”, aimed at management, junior management and workmen 
respectively. 

62. Pilot part time day release courses for Dust Suppression Officers are in 
progress at two mining colleges, and these courses will be extended to other 
colleges. Finally 44,000 senior and junior management and selective workmen will 
receive one-day training courses in dust control. 


Future Prospects 

63. Within a comparatively short term the effects of general compliance with the 
new gravimetric standards, introduced in 1970, should be apparent in a continuing 
fall of prevalence of pneumoconiosis, a resumption in the decline in the rate of 
certification and a fall in the progression index. 

64. Research continues in the fields of medicine, dust measurement and dust 
suppression. Eventually it should be possible virtually to eliminate pneumoconiosis 
from the British coal mines. 


NOTE: It will be appreciated that pneumoconiosis is a very complex problem. 

If minor discrepancies are noted between this paper and the oral evidence, the 
former should be taken as definitive. 
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NATIONAL COAL BOARD 
PERIODIC X-RAY SCHEME 


FIGURE l 


PREVALENCE OF PNEUMOCONIOSIS AT SURVIVING COLLIFRlP c 
GREAT BRITAIN 1959-1971 
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Table I 

National Coal Board Medical Service 
PERIODIC X-RAY SCHEME 

Prevalence of Pneumoconiosis according to age at 56 collieries 
SURVEYED IN 1971 AND IN 1966 AND IN 1961 

(Prevalence of all categories of pneumoconiosis per cent, of men in the age group X-rayed) 


Collieries surveyed 


Age groups 

Year 

15 to 
24 

25 to 
34 

35 to 
44 

45 to 
54 

1 colliery in S.C.N. ... 

1961 

— 

— 

10 

6-0 


1966 




1-7 


1971 

— 

— 

— 

3-4 

6 collieries in S.C.S — 

1961 





0-3 

3-6 


1966 




1-2 


1971 

— 

— 

0-2 

3-6 

3 collieries in N.B.D. 

1961 

_ 



20 

7-6 


1966 



0-3 

5-9 


1971 


~ 

0-3 

4-3 

5 collieries in N.D.M. 

1961 


11 

7-6 

22-1 


1966 


0-8 

70 

19-3 


1971 

— 

0-6 

4-9 

15-6 

3 collieries in S.D.M. 

1961 



0-5 

5-6 

23-8 


1966 


0-2 

3-7 

19-7 


1971 

— 

— 

2-1 

10-5 

4 collieries in N.Y.K. 

1961 



2-0 

9-4 

17-2 


1966 


1-2 

7-5 

17-9 


1971 

— 

1*2 

6-3 

15-1 

1 colliery in D.C.R — 

1961 

_ 

0-2 

6-6 

16-1 


1966 



4-3 

16-2 


1971 

— 

0-3 

3-2 

11-1 

2 collieries in B.N.Y. 

1961 

_ 

0-5 

8-6 

18-5 


1966 


1-2 

11-7 

18-4 


1971 

— 

1*3 

4-3 

17-4 

7 collieries in S.Y.K. 

1961 

0-1 

1-6 

60 

17-7 


1966 


0-5 

6-2 

15 6 

. 

1971 

— 

0-4 

4-2 

110 

3 collieries in N.W.N. 

1961 



0-6 

5-8 

21-3 


1966 


0-2 

3-2 

12-2 


1971 

— 

— 

3-5 

12-2 

1 colliery in N.D.Y. ... 

1961 

_ 

_ 

0-3 

2-8 


1966 


0-4 

1-3 

2-6 


1971 

— 

0-4 

0-8 

6-6 

1 colliery in N.N.T. ... 

1961 

__ 

0-4 

1-6 

7-0 


1966 


1*3 i 

2-9 i 

4-8 


1971 

— 

— 

2-0 

7-0 

3 collieries in S .N.T. . . . 

1961 



0-4 

2-4 

8-4 


1966 

— 

0-8 

20 1 

4-6 


1971 

— 

0-3 

4-3 

7-2 

3 collieries in S.M.D. 

1961 





0-4 

19 


1966 

— 

— 

0-7 

0-4 


1971 

— 

— 

0-3 

1-7 

3 collieries in S.T.F.... 

1961 



0-9 

3-1 

10-3 


1966 

— 



3-3 

8-6 


1971 

— 

— 

2-2 

7-6 

9 collieries in E.W.L. 

1961 

_ 

4-8 

26-4 

37-6 


1966 

— 

50 

23*3 

35-5 


1971 

— 

4-3 

16-0 

34-9 

1 colliery in W.W.L.... 

1961 

_ 

7-5 

30-1 

54-1 


* Brackets indicate rates based on less than 100 men in the age group. 


Medical Statistics Branch 
June 1972. 
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Table II 

National Coal Board Medical Service 
PERIODIC X-RAY SCHEME 

Prevalence of Pneumoconiosis according to age at 56 colleries 
SURVEYED IN 1971 AND IN 1966 AND IN 1961 


(Prevalence of category 2 or more pneumoconiosis per cent, of men in the age group X-rayed) 




Age groups 

Collieries surveyed 

Year 

15 to 

25 to 

35 to 

45 to 

55 to 





24 

34 

44 

54 

64 

over* 

ages 

1 colliery in S.C.N. ... 

1961 

1966 

~ 

r 

10 

2-6 

1-7 

12-8 

5-9 

(57-1) 

46 


1971 

— 

— 

— 

0-9 

2-7 

— 

0-8 

6 collieries in S.C.S.... 

1961 

1966 


— 

01 

1-3 

0-6 

14-2 

4-5 

(30-8) 

21 


1971 

— 

— 

— 

0-4 

3-3 

— 

10 

3 collieries in N.B.D. 

1961 

1966 


— 

— 

1-8 

0-4 

4-4 

2-6 

(12-5) 

1-4 

0-8 


1971 

— 

— 

— 

0-4 

1-5 

— 

0-4 

5 collieries in N.D.M. 

1961 

1966 

- 

- 

0 4 
0-9 

6-3 

3-9 

12-5 

9-3 

(15-0) 

4-2 


1971 


0-2 

09 

5-5 

11-4 

(50-0) 

4-4 

3 collieries in S.D.M. 

1961 . 

_ 

_ 

0-7 

8-0 

17-7 

(17-1) 

5-8 

1966 


0-2 


4-5 

12-3 

(20-0) 

3-8 


1971 

— 

— 

0-4 

2-9 

11-4 

(100-0) 

3-4 

4 collieries in N.Y.K. 

1961 



0-9 

3-8 

8-2 

11-3 



5-6 

1966 


0-3 

2-8 

7-2 

9-8 


4-9 


1971 

— 

0-2 

1-6 

5-6 

8-2 

— 

4-0 

1 colliery in D.C.R. ... 

1961 

1966 

- 

- 

2-4 

0-9 

6-5 

5-6 

110 

121 

(18-9) 

5-1 

4-9 


1971 

— 

— 

0-4 

3-9 

9-6 

(100-0) 

3-5 

2 collieries in B.N.Y. 

1961 



_ 

4-9 

10-7 

180 

(26-7) 

7-6 

1966 



4-0 

8-2 

14-4 


6-1 


1971 

— 

— 

0-7 

7-0 

10-8 

— 

4-5 

7 collieries in S.Y.K. 

1961 

0-1 

01 

1-2 

8-7 

12-3 

(11-8) 

5-6 

1966 



— 

0-9 

5-8 

120 


4-7 


1971 

— 

— 

0-5 

3-3 

9-5 

— 

3-8 


1961 





2-6 

12-5 

17-8 

(9-5) 

7-6 


1966 

— 

— 

1-3 

6-5 

11-7 


5-0 


1971 

— 

— 

0-3 

5-5 

14-6 

(33-3) 

5-7 

1 colliery in N.D.Y. ... 

1961 



_ 

0-3 

0-7 

3-0 



0-8 

1966 



0-6 

0-6 

1-6 


0-6 


1971 

— 

— 

_ 

2-0 

0-4 

— 

0-7 

1 colliery in N.N.T. ... 

1961 



_ 

0-3 

2-1 

2-8 

(20-0) 

1-2 

1966 

— 

— 

— 

1-3 

3-1 

— 

10 


1971 

— 

— 

— 

0-8 

2-3 

— 

0-7 


1961 

. 

0-1 

11 

3-0 

8-3 

(11-8) 

2-2 


1966 



— 

0-6 

1-2 

5-2 


1-2 


1971 

— 

— 

0'5 

1-7 

3-9 

(50-0) 

1-4 

3 collieries in S.M.D. 

1961 







0-4 

2-1 



0-5 


1966 



— 

0-7 

• — 

1-3 

— 

0-5 


1971 

— 

— 

— 

0-5 

0-6 

— 

0-3 

3 collieries in S.T.F.... 

1961 



0-8 

1-7 

4-7 

8-9 



3-7 


1966 




1-4 

2-8 

8-9 


3-4 


1971 

— 

— 

0-6 

2-3 

68 

— 

2-6 

9 collieries in E.W.L. 

1961 


1-8 

13-4 

18-3 

180 

(17-7) 

12-5 


1966 



0-9 

8-7 

16-9 

17 ’5 

(42-9) 

11-2 


1971 

— 

— 

3-5 

13-2 

190 

(20-0) 

101 

1 colliery in W.W.L.... 

1961 


3-3 

10-5 

27-6 

21 ’1 



13-6 


1966 



1-0 

7-6 

19-4 

21-5 

— 

11-2 


1971 

— 

— 

4-4 

13-8 

22-8 

— 

9-3 

56 collieries in Great 

1961 

00 

0-4 

3-1 

8-1 

12-5 

13-7 

5-5 

Britain 

1966 


0-2 

1-9 

5-7 

10-1 

(8-2) 

4-4 


1971 

— 

0-0 

0-8 

4-5 

9-4 

(26 9) 

3-8 


* Brackets indicate rates based on less than 100 men in the age group. 
Medical Statistics Branch 
June 1972. 
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Glossary of Technical Terms 

1. Micron— One millionth of a metre. 

2. mg/m 3 — Milligrammes per cubic metre. 

3. Particles per c.c. (ppcc)— Particles per cubic centimetre. 

4. Respirable airborne dust— Dust of a particle size range which may be retained 
in the human lung when inhaled. These are mainly particles in the range 1-5 
microns average diameter. 

5 Standard thermal precipitator (S.T.P.) — An instrument designed to sample air- 
borne dust which deposits the dust collected completely on a glass slide by the 
technique of thermal precipitation. The instrument is designed to sample over 
a period of about 30 minutes. The dust concentration is determined by counting 
the number of particles of respirable dust deposited on the slide under a 
microscope. 

6. Long Running Thermal Precipitator (L.R.T.P.)— An instrument fitted with a 
particle size selector which allows only respirable dust to be collected by thermal 
precipitation on a glass slide. The instrument is designed to run over a period 
of up to 8 hours to enable full shift sampling to be undertaken. The dost 
concentration is determined by counting the number of particles deposited on a 
glass slide under a microscope. 

7 P.R.U. Pump— An instrument designed by the Pneumoconiosis Research Com- 
mittee of the Medical Research Council which collects airborne dust (both respir- 
able and non-respirable) on a filter paper. It is an inferential instrument which 
was calibrated against the standard thermal precipitator. 

8. Konimeter— An instrument which collects airborne dust (both, respirable and 
non-respirable) by impingement on a glass plate smeared with adhesive jelly. An 
inferential instrument which was calibrated against the S.T.P. 

9. Gravimetric Sampling Instrument— An instrument fitted with a particle size selec- 
tor specifically designed so that only the respirable fraction of the dust cloud 
is collected. 

10. Personal Sampler— A sampling instrument designed to be carried by a workman 
for sampling the environment in which he works. 

11. Free Silica— Silicon dioxide usually in the crystalline form of quartz. 

12. Stone Drift Stone Drivage Hard Heading— A roadway driven mostly in rock 
other than coal. 

13. Coal Drivage — A roadway driven mostly in coal. 


APPENDIX 12 

Letter from the Ministry of Posts and Telecommunications 

I have seen the minutes of evidence heard by the Sub-Committee on 16th May, 
and note that at two points information was asked for which we can supply. 

(a) Q871-873. The net increase in telephone exchange connexions in 1972—73 
was 919,000, a percentage increase of 9-2. About 90 per cent, of this in- 
crease is in lines for residential users. 

(b) Q877-878. Expenditure planned by the Post Office for modern exchange 
equipment over the period 1972—73 to 1979-80 is some £100 million on 
TXE4, £350 million on Crossbar and £90 million on TXE2. In addition to 
this, Post Office expenditure up to 31st March 1972 was £50 million on 
Crossbar and £17 million on TXE2. In the period after 1980 expenditure 
on TXE4 will continue on a rising trend. 

I am copying this letter to Liverman and Nichols, D.T.I. 

F. WOOD 
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APPENDIX 13 

PUBLIC PROCUREMENT WITHIN THE EEC 
Memorandum submitted by the Department of Trade and Industry 

Community Directives 

1 . The Community has adopted general directives on the liberalisation of public 
supply contracts and public works contracts, and more detailed provisions on public 
works contracts ; it has under consideration more detailed provisions on public 
supply contracts ; and it is developing ideas about public utilities. 

Directive 70/32 on public supply contracts 

2. Directive 70/32, adopted by the Council in December, 1969, lays down a 
general requirement for non-discrimination. It prohibits measures, imposed by law, 
regulation or administrative practice, which prevent the supply of imported products 
from other Member States, which grant domestic products a preference, or which 
make the supply of imported products more difficult or costly than those of 
domestic products. Arms and other warlike stores needed for defence purposes are 
excluded. This general Directive came into force for U.K. Government authori- 
ties, and for Continental authorities in their relationships with U.K. suppliers, on 
1st January, 1973. 

Directives 71/304 and 71/305 on public works contracting 

3. Directive 71/304, adopted in the summer of 1971, applies the non-discrimina- 
tory principle to contracting by Community firms for public works contracts, and 
came into effect for the U.K. also on 1st January 1973. 

4. Directive 71/305 goes further and imposes on public authorities certain con- 
tracting procedures for issuing invitations to tender and for awarding contracts. 
It stipulates that, subject to certain exceptions, public works contracts over about 
£400,000 must be advertised in advance in the Official Journal of the European 
Communities, and all Community contractors expressing interest must be granted 
equal information on those contracts. If, as frequently happens, the contract is to 
be awarded by selective (and not open) tender, candidates for the tender must be 
selected on an equal basis, and without regard to nationality, from the firms reply- 
ing to the published advertisement ; and the contract must be awarded on objective 
criteria stated to the competing parties in the contract documents. The Direc- 
tive also sets out the methods by which the authority awarding the contract may 
invite interested contractors to demonstrate their technical competence and financial 
standing. 

5. These contracting procedures became mandatory within the original Com- 
munity on 1st August, 1972, and will become mandatory in this country on 1st 
July, 1973. Contract advertisements have started to appear in the official Journal, 
which firms can obtain by direct subscription from H.M.S.O., and they are being 
relayed on the D.T.I’s. export intelligence service. An advisory committee to the 
Commission has been set up to oversee the operation of the procedures. In this 
country the Directive will apply essentially to public works contracting at central 
and local government level, and to certain housing authorities: nationalised in- 
dustries are not included. 


A proposed Directive on Government supplies contracting procedure 

6. The Commission has proposed a further directive on supplies contracting pro- 
cedure. This directive follows similar lines to the Public Works Directive (71/305) 
in requiring the prior advertisement of contracts over a certain value (yet to be 
determined) and the granting of equal information and equal chances to compete to 
all interested Community suppliers. It is still in draft and is subject to further con- 
sideration by the Commission and the Council ; its procedures are unlikely to be- 
come operational before late 1974. 
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Public utilities 

7. Measures relating to public utility purchasing are subject to Community pr i n _ 
ciples, for example in Article 90 of the Treaty of Rome. The Commission has 
however, noted that there is little intra-Community trade in certain types of heavy 
capital equipment purchased by such undertakings. Technical barriers to trade are 
one important factor. The Commission looks for a _ programme to eliminate 
obstacles to trade in this area, perhaps based on co-operation among public utilities • 
but ideas about this are still at an early stage of development. 

Summary 

8. The Community has thus laid down the principle that Community firms should 
be able to compete -without discrimination for the public contracts in all Member 
States. The main exception, on security grounds, is for armaments and other war- 
like stores. 

9. The principle is unlikely to change dramatically the practices which purchasing 
authorities have evolved over the years, and which they will often regard as being 
in their own best interests. But, in keeping with the general expansion of trade 
between Member States, the Community is bound to support enlarged intra- 
Community competition for public contracts. Pressures to improve die access 
of firms to public contracts in other Member States are .therefore to be expected. 

10. Contracting procedures designed to enforce openness in contracting arrange- 
ments are at present a reality for no more than a small number of large public 
works contracts, and, even in public works contracting, arrangements are not yet 
fully operational. The Commission has put forward a further proposal for pro- 
cedures for Government supply contracting which might become operational in due 
course. It is also formulating ideas about public utility purchasing. 

July, 1973. 


APPENDIX 14 

Letter from the Post Office 

Thank you for your letter of 2nd July asking the up-to-date state of the Post 
Office Corporate Plan. 

The preparatory work on the 1973 Plan, mentioned by Sir William Ryland to the 
Sub-Committee, was completed and a copy of the draft Plan was made available to 
the Minister. In the meantime, with, the Ministry’s agreement, the Post Office 
sought the advice of the accountancy consultants, Coopers and Lybrand, on the 
information that should be supplied on a systematic basis to the Minister of Posts 
and Telecommunications, so as to enable himi to discharge his responsibilities under 
the Post Office Act 1969. 

The consultants’ report has been received and is currently being studied. The 
Post Office thus remains fully committed to the corporate planning concept, and 
is directing its efforts to ensuring that the future form and content of its planning 
documents make them constructive and effective, both for its own needs and for 
providing the Ministry of Posts and Telecommunications with appropriate 
information. 

Yours sincerely, 

G. H. G. Tilling. 

2Atk July, 1973. 
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